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EXECUTIVE  SUMMARY 


Introduction.  The  traditional  Navy  approach  of  opera- 
ting its  shore  establishment  with  civil  servants  and  sailors 
is  being  challenged  increasingly  by  a new  concept  calling  for 
the  performance  of  those  operations  by  contract.  Conversion 
to  contract  is  difficult  and  is  exacerbated  by  myriad  problems 
and  pitfalls.  An  erroneous  decision  in  the  process  can  result 
in  an  interruption  of  essential  services  eind  serious  degrada- 
tion of  a decision-meiker ' s professional  reputation.  National 
policy,  coupled  with  increasing  resource  constraints,  is 
forcing  the  Navy  into  a greater  use  of  contracting  and,  once 
such  conversions  are  made,  it  will  be  difficult  to  return  to 
past  procedures. 

Commercial  or  Industrial  Goods  and  Services.  The  Ford 
Administration  stressed  Government  reliance  on  the  private 
sector  by  utilizing  restrictive  and  binding  implementation  pro- 
cedures. The  1976  revision  to  0MB  A-76  stated  that  "...indus- 
trial activities .. .are  not  inherently  governmental  functions... 
and  their  performance .. .must  be  justified  as  being  in  the  national 
interest."  It  further  specified  the  few  allowable  exceptions 
to  contracting,  and  explicitly  defined  cost  comparison  procedures. 
Full  costing  for  external  as  well  as  internal  costs  was  directed, 
partly  by  increasing  the  salary  markup  from  8.4%  to  28.7%.  DOD 
further  reduced  service  latitude  by  requiring  that  cost  compari- 
son be  made  with  a firm  bid/offer  technique,  resulting  in  the 


Government  estimate  actually  competing  with  industry  bids 
to  determine  the  lowest  cost  for  performing  the  work.  GAO 
further  emphasized  program  intent  by  criticizing  the  services 
for  delays  in  implementation. 

Problems  in  policy  execution  include  difficulties  in 
effecting  major  conceptual  changes  within  the  Government 
bureaucracy,  as  well  as  a dichotomy  in  philosophies  between 
the  Executive  Branch  in  announcing  policy  and  the  constituent 
generated  reactions  of  Congress  in  questioning  the  policy. 

Rigid  implementation  of  the  concept  results  in  budget  base 
and  civilian  and  military  manpower  difficulties.  Public  de- 
mands for  reducing  the  Federal  payroll  and  ever  present  re- 
source constraints,  dictate  that  the  Navy  manager  fully  under- 
stands all  the  implications  of  multiple  function  contracting. 

Criteria  for  Contract  Conversions.  A review  of  the  Army, 
Navy,  and  Air  Force  experiences  in  converting  to  multiple  func- 
tion contracting  reveals  little  consistency  in  criteria  for  mak- 
ing conversion  decisions.  This  study  advocates  a flexible  and 
logical  procedure  to  be  followed.  Initially,  a decision  as  to 
the  applicability  of  individual  functions  for  contracting  must 
be  made,  with  cost  probably  the  dominant  factor.  Action  for 
grouping  functions  into  a single  umbrella  contract  should  then 
be  taken,  but  not  until  an  objective  review  of  the  applicable 
advantages  and  disadvantages  is  made.  Existing  DOD  procedures. 


however^  do  not  allow  the  military  manager  the  required  latitude 
to  make  optimum  choices,  and  changes  to  directives  are  needed. 
After  the  decision  to  convert  to  contract  is  made,  a detailed 
appraisal  of  the  non-quantitative  factors  must  be  made  if 
potential  pitfalls  leading  to  failure  are  to  be  avoided.  The 
possible  effect  of  a strike,  for  instemce,  may  well  be  a signifi- 
C2uit  consideration  in  the  decision  process  in  analyzing  an 
operationally  oriented  activity. 


Contract  Methodology.  Service  contracts  are  unique  in 
that  the  required  end  product  is  often  difficult  to  define. 
Multiple  function  service  contracting  places  emphasis  on  con- 
tractor meuiagement  expertise  to  ensure  greatest  benefit  to  the 
Government.  The  composition  of  the  statement  of  work  is  a key 
element  in  the  process,  with  consistency  and  clarity  essential. 
The  desired  output  must  be  stated,  but  not  be  restrictive  in 
specifying  procedure.  The  type  of  contract  utilized  is  primarily 
a fiinction  of  the  degree  of  risk  involved  and  the  incentive 
technique  desired.  Both  fixed  price  and  cost  reimbursedsle  con- 
tracts can  be  utilized  with  varied  incentive  or  risk  sharing 


methods  applied  as  appropriate.  Choice  is  dependent  upon  the 
eunount  of  uncertainty  2md  a decision  concerning  how  best  to  share 
these  risks.  Evaluation  techniques  are  many,  euid  must  be  con- 
sidered frcxn  the  start  in  specifying  the  information  requested 
from  prospective  proposers.  A well  plzmned  emd  coordinated  pre- 
proposal conference  is  essential.  Proposal  evaluation  procedures 


can  be  either  quite  complex  or  relatively  single.  In  either 
case,  adequate  care  and  expertise  must  be  devoted  to  them. 

Price  probably  should  not  be  dominant  in  the  evaluation.  Accord- 
ingly, greater  wei^t:  «ust  bejdirected  to  the  proposer’s  ex- 
perience, technical 'SbTlities-,'  and  mamageinent  competence. 

Post-Award  Considerations.  The  dollar  value  amd  the  impact 
on  operations  of  a conversion  to  contract  requires  that  substan- 
tial Government  effort  amd  expertise  be  devoted  to  the  adminis- 
tration of  the  contract.  Planning  for  this  administration  is 
required  during  the  conversion  feasibility  study  phase.  The 
changeover  period  from  in-house  to  contract  operation , as  well 
as  that  of  contractor  to  contractor,  is  particularly  sensitive 
and  could  be  cause  for  trauma.  Again,  early  consideration  must 
be  given  to  chamgeover  procedures  and  plains  must  be  developed 
for  accomplishment.  Surveillance,  a means  of  validating  con- 
tractor performance,  can  be  difficult  since  service  contracts 
are  labor  intensive  auid  results  are  not  always  easily  definable. 

If  the  Government  amd  the  contractor  can  engender  a spirit  of 
mutual  trust  and  confidence,  future  difficulties  will  be  minimized. 
Procurement  experts  will  normally  handle  the  administrative 
aspects  of  the  contract;  but,  in  assessing  contractor  performance, 
it  is  essential  that  technical  specialists,  trained  in  admin- 
istrative procedures,  evaluate  the  end  product  in  their  areas 
of  expertise.  The  numbers  of  such  personnel  required  will  vary 
with  the  ccanplexity  of  the  contracted  functions  and  the  tempo 
of  base  operations.  Care  must  be  taken  to  neither  directly  nor 


indirectly  supervise  the  contractor's  employees.  It  is  essen- 
tial that  personnel  engaged  in  contract  administration  fully 
understand  that  satisfactory  output  is  the  desired  result, 
and  that  the  contractor  may  select  his  ovm  methodology  as  long 
as  the  end  product  is  acceptable. 


Conclusions . Based  on  the  findings  of  the  study,  the 
following  conclusions  are  presented: 

1.  That  increased  emphasis  on  contracting  for  Government 
support  services  will  continue, 

2.  That  conceptual  differences  between  the  Executive  and 
Legislative  Branch  will  increase  the  difficulties  of  implementing 
and  managing  the  program, 

3.  That  due  to  differences  between  bases  with  respect  to 
mission  and  tempo  of  operations,  no  definitive  guide  can  be 
developed  for  use  in  all  conversion  situations, 

4.  That,  although  cost  effectiveness  is  an  important 
criterion  to  be  considered  in  a decision  to  convert  to  contract 
operations,  non-quantitative  factors  may  well  control  the  final 
decision, 

5.  That  the  major  advantage  of  an  umbrella  contract  lies 
in  the  Government's  ability  to  buy  management  expertise, 

6.  That  an  incentive  type  contract,  normally  fixed  price, 
utilizing  a performance  oriented  statement  of  work,  is  most 
appropriate  for  use  in  multiple  function  service  contract  cases, 
and 

7.  That  contract  surveillance  should  be  consistent  with 
the  philosophy  outlined  in  the  statement  of  work. 
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PREFACE 


As  a result  of  discussions  with  Rear  Admiral  Nea?  W. 
Clements,  CEC,  USN,  the  then  Deputy  Commander  for  Planning, 
Headquarters,  Naval  Facilities  Engineering  Command  in  early 
1977,  it  became  apparent  that  the  implementation  of  Office 
of  Management  and  Budget  Circular  A-76  had  become  a signifi- 
cant issue  within  the  Department  of  Defense. 

With  his  encouragement,  the  authors  undertook  a study  of 
this  issue  under  the  auspices  of  the  Center  for  Advanced 
Research,  Naval  War  College,  Newport,  Rhode  Island.  Visits 
to  a number  of  Army,  Navy  and  Air  Force  field  activities,  as 
well  as  headquarters  components  of  those  services,  were 
augmented  by  analyses  of  various  documents  available  which 
were  pertinent  to  the  subject. 

The  conclusions  drawn  in  the  study  are  thus  based  on 
limited  research  and  are  not  presented  as  the  total  experiences 
of  any  single  service,  or  those  of  other  Government  agencies. 
Time  restrictions  prevented  a more  exhaustive  study  although 
it  is  considered  that  analyses  of  other  national  agencies  and 
private  industry  practices  in  contracting  for  substantially 
total  support  services  are  worthy  of  research. 

The  authors  are  deeply  appreciative  of  the  assistance  and 
cooperation  given  by  Army,  Navy,  and  Air  Force  military  and 
civilian  personnel,  without  whose  help  this  study  could  not 
have  been  made.  The  total  candor  and  thoroughness  with  which 


data  and  experiences  were  freely  presented  was  of  parti- 
cular value. 

Obviously  the  authors  accept  exclusive  and  total  respon- 
sibility for  errors  in  fact  and  concept  that  may  appear  herein 
The  conclusions  are  those  of  the  authors  and  they  alone  are 
accountable  for  them. 

Particular  thanks  are  due  to  the  Naval  War  College  and 
Professor  Hugh  Nott,  Director  of  the  Center  for  Advanced 
Research,  and  Professors  Chantee  Lewis,  Richmond  M.  Lloyd, 
and  Robert  E.  Athay,  all  of  the  Naval  War  College  Management 
Department,  for  their  helpful  advice  and  guidance.  A special 
note  of  gratitude  is  expressed  to  Mrs.  Deborah  Tavares  and 
Mrs.  Christine  Anderson,  also  of  the  Naval  War  College,  for 
their  patience  and  professionalism  in  typing  the  manuscript. 


CHAPTER  I 


INTRODUCTION 

Background.  Office  of  Management  and  Budget  Circular 
A-76  (0MB  A-76)  emphasizes  the  Government's  policy  of  relying 
on  the  nation's  private  enterprise  system  to  supply  its  needs. 

It  further  delineates  to  all  executive  agencies  the  procedures 
and  explicit  rules  to  be  followed  in  making  determinations  as 
to  the  alternatives  available  for  the  provisions  of  goods  and 
services.  Finally,  it  states  that  commercial  or  industrial 
(C/I)  activities  which  the  Government  performs  directly  for  it- 
self are  not  inherently  governmental  functions,  hence  their  per- 
formance by  government  personnel,  whether  military  or  civilian, 
must  be  justified  in  each  case  as  being  in  the  national  interest. 

Study  Objective.  In  response  to  the  renewed  emphasis  on 
the  national  policy  of  contracting  out  for  C/I  functions,  this 
study  will  review  and  evaluate  that  policy,  particularly  with 
respect  to  the  implications  of  contracting  out  the  majority  of 
the  base  operations  support  functions.  Hopefully,  it  will  pro- 
vide the  person  faced  with  the  task  of  implementing  this  policy 
a management  tool  to  utilize  in  the  effort.  This  effort  would 
certainly  include  the  identification  and  evaluation  of  bases, 
and  functions  at  those  bases,  which  are  best  suited  for  conversion 
to  contracting,  selection  of  optimum  contract  methodology,  i.e., 
what  type  contract,  what  approach  to  be  taken  in  formulating  the 
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statement  of  work,  how  to  evaluate  contractor  proposals  and 
the  post-award  implications  of  such  a contract.  The  results 
of  this  study  should  provide  assistance  to  the  person  in- 
volved in  contracting,  whether  it  be  at  the  departmental, 
major  claimant  or  individual  command  level. 

Early  Experience.  While  increased  emphasis  on  a policy  of 
reliance  on  the  private  sector  to  provide  goods  and  services 
for  the  Government  may  be  relatively  recent,  the  basic  question 
of  whether  to  make  or  buy  is  not  new.  In  1795,  American  ship- 
ping was  plagued  by  repeated  and  humiliating  blows  from 
Barbary  pirates  in  the  Mediterranean  and  from  French  Republican 
privateers  operating  in  American  coastal  waters.  Shippers, 
shipowners,  and  the  public  in  general  clamored  for  revenge  and 
specific  action  on  the  part  of  the  infant  nation. 

On  27  March  1794,  Congress  authorized  the  building  of  six 
frigates  to  form  the  beginnings  of  a United  States  Navy  fleet 
in-being.  Under  direction  of  the  War  Department,  six  private 
yards  were  selected  for  the  construction  effort,  spreading 
the  work  equitably  among  the  states  and  thus  gaining  the  great- 
est political  advantage.  Plagued  by  mismanagement,  delays  and 
cost  overruns,  all  problems  with  a familiar  ring  today,  the  pro- 
gram was  eventually  reduced  to  three  smaller  frigates.  The  USS 
Constitution,  "Old  Ironsides,"  was  one  of  those  completed  in 
1797,  more  than  three  years  after  it  was  authorized.  Increased 
dissatisfaction  with  the  War  Department  as  a contract  administrator 


was  a significant  factor  in  the  estciblishment  of  a separate 
Department  of  the  Navy  on  21  May  1798.  The  continuing  argu- 
ment over  the  relative  merits  of  in-house  production  as 
opposed  to  contract  procurement  had  thus  begun  and  the  con- 
flict continues  unabated  to  this  day. 

Scope . This  study  is  composed  of  six  chapters.  Chapter 
II  traces  the  evolution  of  governmental  policy  with  respect 
to  contracting  C/I  functions  in  recent  times  from  the  days 
of  the  Eisenhower  Administration  to  the  present.  The  major 
points  of  0MB  A-76  are  highlighted,  recent  Department  of 
Defense  (DOD)  implementing  actions  are  discussed,  major  pro- 
blem areas  are  introduced  and  possible  future  program  implica- 
tions are  reviewed. 

In  Chapter  III,  the  central  issue  of  criteria  to  be  used 
in  selection  of  functions  which  are  ceuididates  for  conversion 
to  contracting  is  addressed.  Factors  which  must  be  considered 
in  this  selection  process  are  reviewed  and  definitive  guide- 
lines and  potential  pitfalls  are  offered. 

Chapter  IV  reviews  various  contract  methodologies,  analyzing 
the  advantages  and  disadvantages  of  different  types  of  con- 
tracts, specifications  and  evaluations  of  contractor  proposals. 

Post-award  implications  which  could  be  crucial  to  a success- 
ful conversion  to  contract  operation  are  reviewed  in  Chapter  V. 
Here  are  addressed  nuances  which  could  prove  to  exercise  great 


impact  on  the  administration  of  an  effective  contract,  includ- 
ing the  need  for  early  development  of  a team  concept  between 
the  contractor  and  the  Government. 


Finally,  Chapter  VI  presents  the  study  conclusions  and 
offers  recommendations  which  have  evolved  from  the  research 
performed  in  writing  this  paper. 

For  the  reader  interested  in  further  research  on  this  sub- 
ject, Appendices  I,  II,  III  and  IV  provide  copies  of  A-76 
documents  themselves  as  well  as  implementation  experiences  of 
the  Army,  Navy  and  Air  Force.  It  should  be  noted  that  the 
appendices  presenting  service  experiences  are  not  meant  to  be 
all  inclusive,  but,  rather,  a synopsis  of  study  group  discus- 
sions with  personnel  involved  in  past  implementations  augmented 
by  a review  of  various  instructions  and  documents  which 
addresses  the  subject  of  contracting  out.  Personnel  contacted 
are  listed  at  the  end  of  each  service  appendix  and  the  serious 
student  of  0MB  A-76  may  find  the  bibliography  helpful  in 
continuing  his  research. 
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CHAPTER  II 

COMMERCIAL  OR  INDUSTRIAL  GOODS  AND  SERVICES 

Background.  The  policy  of  the  Government  not  competing 
with  the  private  sector  was  first  promulgated  by  President 
Eisenhower  in  Bureau  of  the  Budget  (BuBud)  Bulletin  55-4 
which  announced  what  became  known  as  the  "De-Competition" 
program.  This  policy  stated  that  the  Government  would  not 
provide  goods  or  services  that  were  commercially  available, 
and  it  made  no  mention  of  cost  comparisons.  The  program  met 
with  considerable  opposition,  and  the  Congress  attached  a 
rider  to  the  1955  Defense  Appropriations  Bill  that  required 
case  by  case  Congressional  approval  for  any  base  closures  re- 
sulting from  implementation  of  the  policy.  It  is  reasonable 
to  assume  that  the  Congress  suspected  that  large  corporate 
interests  were  the  motivators  behind  Eisenhower's  program. 

While  the  policy  was  never  formally  rescinded,  the  program 
was  soon  deemed  unworkable  and  fell  into  disuse. 

The  Kennedy  administration  took  no  specific  action  on  the 
subject  of  Government  as  a self-provider  of  goods  and  services. 
Then  on  3 March  1966,  President  Johnson^ in  a memorandum  to 
his  heads  of  departments  and  agencies,  revived  the  essence  of 
the  program  in  annoiincing  that  he  had  directed  the  BuBud  to 
issue  detailed  guidelines  for  making  determinations  as  to  when 
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the  Government  should  be  a self-provider.  The  original 
BuBud  Circular  A-16,  issued  on  3 March  1966,  announced  the 
national  policy  for  acquiring  commerical  or  industrial  pro- 
ducts and  services  for  Government  use,  along  with  a burden- 
some reporting  requirement.  Subsequently,  the  program 
terminology  centered  about  the  phrase  "Commercial  or  Industrial 
(C/I)  activities."  0MB  A-76  was  revised  and  reporting  require- 
ments somewhat  simplified  on  30  August  1967,  and  this  docu- 
ment is  still  in  force  today.  (See  Appendix  I) 

This  policy  languished  in  the  Executive  departments  until 
24  July  1976  when  a President  Ford  memorandum  directed  a major 
re-emphasis  on  the  national  policy  with  respect  to  C/I 
functions.  Three  days  later,  on  27  July,  0MB  addressed  a 
memorandum  to  the  Assistant  Secretary  of  Defense  for  Installa- 
tions and  Logistics  (ASD(I&L))  directing  immediate  and  strong 
action  to  increase  contracting  out  by  utilizing  newly  promul- 
gated cost  comparison  techniques.  Finally,  a revision  of 
0MB  A-76  was  issued  on  18  October  1976  which  passed  on  the 
new  presidential  emphasis  and  gave  the  modified  guidelines. 

Late  1976  and  early  1977  saw  a host  of  implementing  directives 
issued  by  DOD  and  the  Service  Secretaries.  Internal  to  the 
Navy,  the  Chief  of  Naval  Material  was  formally  assigned 
responsibilities  for  program  implementation.  The  Carter  Ad- 
ministration has  in  no  way  lessened  program  emphasis,  and 
has  elected  to  continue  the  policy  as  stated. 


0MB  Circular  A-76.  As  previously  noted  the  3 March  1966 
circular  was  superseded  by  one  issued  on  30  August  1967,  and 
this,  in  turn,  has  been  modified  by  an  18  October  1976  trans 


mittal  memorcindum  from  0MB  Director  James  T.  Lynn.  For  the 
purposes  of  this  study,  references  to  0MB  A-76  refer  to  the 
latter  two  Executive  Directives . 

0MB  A-76,  directed  to  all  Executive  departments  and 
agencies,  is  most  specific  with  respect  to  Government  acquisi 
tion  of  commercial  or  industrial  products  in  that  it 


...expresses  the  Government's  general  policy  of  relying 
upon  the  private  enterprise  system  to  supply  its  needs 
for  products  and  services,  in  preference  to  engaging  in 
commercial  or  industrial  activity.  This  policy  reflects 
the  fundamental  concept  that  the  Government  should 
generally  perform  only  those  functions  which  are  govern- 
mental in  nature  and  should  utilize  the  competitive 
incentives  of  the  private  enterprise  system  to  provide 
the  products  and  services  which  are  necessary  to  support 
governmental  functions.  Those  commerical  or  industrial 
activities  which  the  Government  performs  directly  for 
itself  are  not  inherently  governmental  functions,  but 
rather  are  exceptions  to  the  fundamental  concept,  and 
their  performemce  by  governmental  personnel  must  be  justi 
fied  as  being  in  the  national  interest. 


The  language  of  this  last  sentence  is  being  interpreted 
literally,  and  consequently  is  causing  a total  re-thinking 
of  the  philosophy  of  performing  C/r  functions  within  the 
Navy. 

0MB  A-76  requires  that  each  Executive  agency  compile  and 
maintain  a complete  inventory  of  its  commercial  or  industrial 
activities  (by  function  and  at  each  location) . It  further 
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requires  that  an  initial  review  be  made  for  each  of  these 
ongoing  activities  and  that  it  be  organized  in  such  a manner 
as  to  ascertain  whether  continued  operation  of  the  Government 
C/I  activity  is  in  accordance  with  the  provisions  of  0MB  A-76. 
Activities  validated  for  continued  government  operation  must 
then  be  scheduled  for  a follow-up  reappraisal  at  least  tri- 
annually.  C/I  functions  are  presently  excluded  from  0MB 
A-76  requirements  only  under  the  following  circumstances: 

• The  activity  is  performed  outside  the  United  States, 
its  territories,  or  possessions. 

• Contracting  out  for  the  activity  function  would  be  con- 
trary to  existing  law  or  regulation. 

f The  conversion  to  contract  would  alter  the  existing 
requirement  that  Executive  agencies  will  perform  for 
themselves  the  basic  functions  of  management  to  retain 
essential  control  over  their  programs. 

• It  does  not  apply  to  products  or  services  obtained  from 
other  Federal  agencies  which  are  authorized  or  required 
by  law  to  furnish  them. 

• When  implementation  would  be  inconsistent  with  the  terms 
of  any  treaty  of  international  agreement. 

All  those  Government  C/I  activities  not  specifically  excluded 
based  upon  the  factors  listed  above  must  be  formally  reviewed 


for  possible  conversion  to  contract.  Continued  Government 
provision  of  products  or  services  is  allowedole  only  under 
one  or  more  of  the  following  conditions; 

• Procurement  of  a product  or  service  from  a commercial 
source  would  disrupt  or  materially  delay  an  agency  program 

t The  activity  must  continue  to  be  performed  in-house  due 
to  combat  support,  military  training,  or  mobilization 
readiness  reasons. 

• A satisfactory  commercial  service  is  not  available  and 
cannot  be  developed  in  a timely  manner. 

• The  product  or  service  is  available  from  another  Federal 
agency . 

• The  procurement  of  the  product  or  service  from  a com- 
mercial source  will  result  in  a higher  overall  cost  to 
the  Government. 

The  18  October  1976  revision  to  0MB  A-76  not  only  placed  greater 
emphasis  on  the  national  policy  of  contracting  out  for  C/I 
functions,  but  it  also  added  greater  specificity  to  the  methods 
for  making  cost  comparisons  between  private  and  Government 
sources  for  goods  and  services.  As  an  example,  in  computing 
the  actual  costs  to  the  Government  for  civilian  personnel 
services,  it  specified  that  the  costs  for  employee  bene- 
fits, including  retirement  and  insurance  elements,  not  nor- 
mally budgeted  for  at  the  command  level,  must  be  included  at 


a directed  assessment  of  28.7%  of  salary  costs,  in  lieu  of 
the  8.4%  amount  that  had  previously  been  directed  for  use 
within  DOD.*  The  revision  further  stated  that  the  cost  studies 


must  be  performed  in  accordance  with  accepted  accounting 
practice  and  must  be  audited  by  appropriate  audit  agencies, 
as  well  as  being  available  to  all  interested  persons  for 
review  under  the  Freedom  of  Information  Act. 


Recent  DOD  Actions.  In  response  to  Administration  direction 
to  increase  the  percentage  of  C/I  activities  procured  from  pri- 
vate enterprise,  on  23  August  1976,  the  Principal  Deputy  Secre- 
tary of  Defense  (Installations  and  Logistics)  John  J.  Bennett 
issued  an  implementation  memorandum  to  the  Service  Secretaries 
that  stressed  the  requirement  "to  accomplish  full  implementation 
of  the  national  policy"  and  "to  take  strong  action  to  increase 
our  contracting  out  effort."  This  directive  in  essence  stated 
that  non-cost  reasons  or  exceptions  for  not  contracting 
must  be  specific,  precisely  documented,  and  capable  of  sustain- 
ing their  conclusions  under  close  audit,  and  that  pro-forma 
non-cost  reasons  will  no  longer  be  accepted  as  adequate  causes 
for  continuing  C/I  efforts  in-house.  More  detailed  and  explicit 
costing  techniques,  guidelines,  methodologies,  and  procedures 
were  also  dictated.  Most  importantly,  this  memorandum  requires 
that  in  making  comparisons  between  in-house  and  commercial 
costs,  a procedure  using  only  "firm-offers"  must  now  be  utilized. 

* A Carter  Administration  revision  to  0MB  A-76  issued 
13  June  1977  changed  the  previously  directed  28.7%  assessment 
to  14.1%. 
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Prospective  DOD  contract  costs  previously  utilized  either 


engineering  estimates  or  requested  one  or  more  prospective 


contractors  to  provide  at  no  cost  and  no  obligation,  informa- 


tional quotations  for  performing  the  work.  The  dangers  and 


inaccuracies  of  this  approach  are  obvious  and  this  technique 


can  no  longer  be  utilized.  Cost  comparisons  will  now  be 


made  only  by  an  actual  solicitation  for  offers,  with  prospective 


contractors  providing  actual  bids  to  provide  the  service. 


The  Government  in-house  estimate  will  be  simply  another  bid 


in  competition  with  commercial  proposals.  The  inference 


is  that  the  lowest  responsible  quote,  Government  or  commercial. 


will  then  get  the  job.  These  changes  serve  to  further  tighten 


the  procedure  for  justifying  a continuation  of  in-house  efforts. 


In  response  to  the  increased  emphasis  and  explicit  direc- 


tion, the  Chief  cf  Naval  Material,  the  Navy's  C/I  Program 


Manager,  through  NAVMAT  Notice  4800  of  21  December  1976,  in- 


formed the  Navy  bureaucracy  of  this  new  program  attention  and 


promulgated  special  Navy  guidelines  for  implementation. 


This  announces  that  the  program  intent  is  real  and  long  term. 


and  that  ritualistic  and  shallow  cost  comparisons  and  justifi- 


cations for  continuing  in-house  efforts  will  no  longer  be 


accepted.  The  national  policy  is  here  to  stay,  and  the  Navy 


along  with  all  others,  must  replace  subjective  parochialism 


and  inertia  with  objective  realism. 


•\  •*. ' 
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GAO  Involvement.  Coincidentally,  on  28  March  1977,  the 


General  Accounting  Office  released  a report  entitled  "How  to 
Improve  Procedures  for  Deciding  Between  Contractor  and  In-House 
Military  Base  Support  Services."  The  report,  in  restating  the 
national  policy  of  obtaining  commercial  services  from  private 
enterprise,  faults  the  services  for  their  present  record  of  pro- 
viding 77%  of  C/I  work  (based  upon  dollar  volume)  from  in-house 
sources,  for  improperly  excluding  many  C/I  functional  areas  from 
contract  consideration,  for  incorrectly  applying  the  explicit 
costing  guidelines  of  0MB  A-76,  and  for  delaying  the  program  re- 
view and  appraisal  process.  The  report  specifically  recommended 
that  the  Secretary  of  Defense  redefine  DOD's  classification 
system  for  C/I  activities  to  facilitate  the  services'  identifi- 
cation of  functions  to  be  reviewed,  to  reconsider  many  C/I 
activities  that  were  previously  wrongly  excluded  from  contract 
conversion  consideration,  to  ensure  that  the  services  expedite 
conversion  review  and  approval  procedures,  and  to  revise  existing 
DOD  directives  to  include  all  real  properly  maintenance  and 
repair  activities  in  the  0MB  A-76  potential  conversion  category. 
Here  again,  the  emphasis  is  placed  on  increasing  the  amount  of 
contracting  out  for  services. 

Problem  Area  Overview.  The  promulgation  of  national  policy 
is  not,  in  itself,  overly  difficult;  however,  the  implementation 
of  any  such  policy  within  the  national  bureaucracy  can  sometimes 


be  near  impossible.  Execution  of  the  initiatives  of  0MB  A-76 
and  its  implementing  directives  exemplified  this  dilemma.  Per- 
haps the  greatest  hurdle  to  overcome  in  this  regard  is  to 
develop  a true  xonderstanding  of  the  program  in  order  to  over- 
come the  latent  inertia  within  the  bureaucracy.  Such  expressed 
and  emotional  concepts  as  a perceived  loss  of  output  control 
or  responsiveness,  envisioned  increased  out-of-pocket  costs 
due  to  contracting,  and  a projected  reduction  in  output  quality 
are  most  often  voiced  as  reasons  for  objecting  to  this  program. 
This  causes  a concurrent  decrease  in  actual  objectivity  in  con- 
ducing conversion  comparison  studies.  This  obstacle  can  be 
overcome  only  by  high  level  support  and  a thorough  program  of 
education,  conducted  at  all  levels.  Related  to  this  problem 
of  understanding  is  a service's  inability  to  recognize  the  capa- 
bility and  manpower  requirements  essential  to  convert  a func- 
tion to  contract,  and  to  properly  administer  it.  Often,  only 
time  can  provide  this  recognition. 

A second  major  problem  is  the  apparent  dichotomy  of  philos- 
ophy within  Government  itself.  On  the  one  hand  the  Executive 
Branch  promulgates  a national  policy  of  increased  reliance  upon 
private  enterprise,  accompanied  by  explicit  and  rigid  implement- 
ing directives,  in  essence  to  force  the  program  results.  On 
the  other  hand,  difficulties  in  implementation  are  heightened  by 

I 

legislative  branch  actions,  probably  engendered  by  suspicions 
over  Administration  motives.  Parenthetically,  as  of  this  writing 


there  exists  a rider  to  the  Fiscal  Year  1978  Defense  Authori- 


zation Bill  which  would  delay  any  DOD  proposed  contract 
conversions  for  about  one  year,  and  requires  that  DOD  sxabmit 
a detailed  report  to  the  Congress  on  the  impact  of  0MB  A-76 
implementation.  Obviously  Government  employee  tmions ' fears 
over  losses  of  power,  perceived  massive  reductions  in 
force,  and  congressional  constituency  demands  are  what 
engendered  this  action. 

A major  problem  at  the  command  and  major  claimant  level 
concerns  budget  base  implications.  From  a global  or  macro- 
economic  viewpoint,  contracting  out  most  often  results  in  a more 
cost-effective  alternative  due  to  such  in-house  cost  elements 
as  pension  benefit  allowances,  tax  base  implications,  costs 
of  capital  aspects,  military  pay  accounting,  and  the  like. 
However,  from  a micro  viewpoint,  for  the  base  commanding  officer 
and  for  the  major  claimant,  the  actual  budget  base  cash  flow  to 
pay  contract  costs  could  be  greater  than  the  present  in-house 
alternative,  particularly  if  extensive  military  personnel  are 
involved.  The  problem  results  in  a requirement  for  early-on  re- 
programming among  fund  accounts. 

For  the  military  services,  a unique  problem  area  that  mani- 
fests itself  in  most  all  conversion  studies  concerns  military 
personnel  rotation  base  implications,  and  specifically  the 
preservation  of  a minimum  number  of  required  CONUS  billets  for 
deprived  ratings  or  occupational  specialities.  The  problem,  of 
course,  becomes  tremendously  more  severe  as  higher  percentages 
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of  C/I  functions  are  contracted,  and  it  further  is  not  unique 
to  the  Navy,  as  the  Army  and  Air  Force  are  similarly  effected. 

A listing  of  these  major  problem  areas  could  be  greatly 

lengthened;  however,  it  can  be  focused  on  the  classic  issues 

of  "who,  what,  and  how."  This  study  will  consider  each 
of  these  in  terms  of  their  specific  implications  in  the 

chapters  that  follow.  The  "who"  will  be  discussed  in  an  analysis 
of  the  basic  question  of  determining  those  areas  that  should 
or  should  not  be  converted  to  contract.  The  "what"  will  be 
addressed  in  a study  of  the  means,  with  alternatives,  for  execut- 
ing such  contract  conversions.  And  finally,  the  "how"  will  be 
covered  in  terms  of  how  best  one  can  administer  the  program 
after  implementation,  including  a discussion  of  the  pitfalls  of 
personal  services  violations. 

Future  Implications.  Notwithstanding  the  program  implementa- 
tion difficulties,  the  problem  of  education  within  the  bureau- 
cracy, Government  employee  union  engendered  congressional  con- 
cerns, and  inherent  inertia  obstacles,  the  emphasis  for  expanding 
contract  conversions  in  the  C/I  area  can  only  continue  to 
increase  in  the  future.  The  emphasis  on  decreasing  the 
roles  of  Federal  employees,  coupled  with  the  continued  demands 
for  Government  stimulation  of  the  private  sector,  can  only 
cause  program  acceleration.  Obvious  advantages  to  the  public 
at  large,  excluding  certain  impacted  groups  such  as  civil  ser- 
vice unions,  include  reductions  in  Government  capital  investments 


lesser  numbers  of  Federal  employees,  increases  in  the  private 
sector  tax  base  (both  local  and  national) , decreases  in  Federal 
subsidies  and  added  stimuli  for  creating  additional  employment 
and  capital  expenditures  in  the  free  economy.  It  can  be  argued 
effectively  that  these  benefits  will  offset  any  problem  areas, 
resulting  in  continuous  and  increased  program  emphasis  and 
pressures  for  additional  contract  conversions. 

This  study  is  thus  undertaken  to  provide  the  reader  with 
a better  understanding  of  the  program  itself,  and  to  guide 
individuals  toward  improved  methods  for  implementation.  Hope- 
fully, it  provides  helpful  suggestions  for  avoiding  both  the 
obvious  and  often  not  so  obvious  difficulties,  along  with 
innovative  and  valuable  direction  for  program  execution.  The 
analysis  is  intended  to  be  of  benefit  to  both  the  field 
activity  implementer  as  well  as  the  major  claimant  or  head- 


quarters manager. 


CHAPTER  III 


CRITERIA  FOR  CONTRACT  CONVERSIONS 

Introduction.  A national  policy  which  directs  the  Execu- 
tive agencies  to  rely  almost  exclusively  on  private  enterprise 
for  the  provision  of  commercial  or  industrial  goods  and  ser- 
vices may  be  easy  to  promulgate,  but  actually,  the 
realities  of  implementation  are  more  complicated.  This 
chapter  addresses  those  problems  associated  with  the  ident- 
ification of  activities  and  functions  which  are  candidates 
for  conversion  to  contract  operation.  It  is  emphasized  that 
the  focus  of  this  chapter  is  on  multiple  function  or  near 
total  base  support  contracting,  and  that  it  touches  only 
briefly  on  the  methods  utilized  in  the  analysis  of  individual 
functional  areas.  The  question  of  a centralized  or  decentral- 
ized approach  will  be  addressed  along  with  the  roles  that 
should  be  taken  by  the  Navy  Department,  the  major  claimants 
and  the  commands  themselves.  The  advantages  and  disadvantages 
highlighted  by  cost-benefit  analyses  as  well  as  the  effects  of 
non-quantitative  factors  that  may  be  involved  will  also  be 
covered . 

Within  the  Federal  Government,  bureaucratic  inertia  is  pro 
bably  the  major  impediment  to  executing  any  new  program.  With 
respect  to  0MB  A-76,  it  manifests  itself  early  as  managers 
attempt  to  identify  functions  or  locations  for  conversion  to 
contract.  Generally,  managers  are  comfortable  with  the  status 


quo,  and  fear  or  distrust  any  changes.  Both  0MB  A-76 
and  DOD  Directive  4100.15  state  that  contracting 
will  not  be  used  to  avoid  established  salary  or  personnel 
limitations,  but  rather  to  implement  national  policy  un- 
less in-house  methods  are  less  costly  or  more  advantageous 
in  other  ways.  Realistically,  however,  manpower  and 
funding  constraints  placed  on  shore  base  managers  can 
only  continue  to  become  more  severe  and,  for  this  reason 
alone,  it  appears  prudent  to  develop  a structured  means 
for  evaluating  and  implementing  multiple  function  contract 
conversions . 

In  summary,  what  follows  is  an  analysis  of 
selection  procedures,  with  a description  of  problem 
areas  and  proposed  methods.  More  importantly,  included 
herein  is  a list  of  major  factors  that  must  be  evaluated  prior 
to  implementing  a changeover.  These  should  be  used  primarily 
after  tentative  selection  of  a base  where  a multiple 
function  contract  conversion  may  be  made.  Failure  to 
address  these  items  could  cause  serious  problems  for 
the  total  conversion  program. 

Prior  Experience.  In  reviewing  Army,  Navy,  and 
Air  Force  experiences  in  total  base  support  contracting, 
it  appears  that  no  consistent  procedure  was  employed  in 
site  selection.  No  one  seems  to  recall  why  or  how  Vance 


Air  Force  Base  was  selected  by  the  Air  Force.  The  Navy 
has  chosen  a new  and  operationally  oriented  Trident  Systems 
Support  Base  as  its  initial  test  case,  while  its  candi- 
date second  site  is  a totally  non-operational , primarily 
administrative  shore  facility.  The  Army  also  displays 
similar  inconsistency  in  that  Fort  Gordon,  Georgia  will 
convert  most  all  commercial  or  industrial  functions  ex- 
cluding those  related  to  public  works,  while  Fort  Eustis 
is  planning  to  convert  only  the  public  works  or  base 
engineering  functions.  Thus,  no  single  common  rationale  for 
selection  of  either  location  or  function  appears  to  exist 
among  the  services. 


Initial  Criteria  for  Functions.  In  determining  where 
multiple  function  conversions  should  best  take  place, 
there  are  two  principle  methods  for  selection.  The 
first  of  these  is  the  centralized  approach  where  the 
Headquarters  or  major  claimant  not  only  chooses  the 
activity  or  type  of  activity,  but  stipulates  the  schedule 
to  be  followed  in  the  conversion.  The  alternate 
approach  is  to  allow  the  concept  to  originate  at  the 
activity  level,  usually  as  a result  of  the  0MB  A-76 
functional  review  requirement,  and  then  to  allow  for  even- 
tual evolvement  of  total  base  conversion.  The  optimal 
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method  is  probably  a combination  of  the  above  two 
techniques . 

The  directed  method  could  include  the  utilization  of 
a structured  evaluation  system  which  might  select  a specific 
base  or  class  of  bases,  such  as  all  aviation  training  facili- 
ties in  the  southeast.  While  it  may  override  resistence  at 
the  field  level,  ease  of  implementation  is  not  assured,  and 
possible  pitfalls  are  apparent.  Local  command  managers  may 
not  favor  the  concept,  and  either  delay  implementation,  or 
seek  ways  to  ensure  failure.  The  most  difficult  task, 
however,  is  the  development  of  objective  criteria  for  selecting 
bases  or  types  of  bases  best  suited  for  conversion.  The 
number  of  parameters  involved,  and  their  varied  importance 
makes  the  design  of  such  an  evaluation  method  very  difficult. 

A better  approach  might  be  to  begin  at  the  field 
activity  itself,  using  the  already  required  triannual  C/I 
inventory  review  as  a starting  point.  The  activity  itself 
performs  these  reviews,  and  is  directly  concerned  with  the 
results.  Basic  criteria  for  individual  functions  are  pro- 
vided in  0MB  A- 76  in  terms  of  accepted  exclusions  and  detailed 
costing  procedures.  As  previously  noted,  resource  constraints 
will  continue  to  force  objectivity  upon  the  local  Commanding 
Officer,  and  the  C/I  reviews,  subject  to  both  formal  audits 
and  increased  headquarters  interest,  should  be  more  accurate. 

Thus,  the  starting  point  should  be  the  result  of  the 
local  function  by  function  review,  with  exclusions  made  only 
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where  they  apply.  This  required  review,  particularly  when 
utilitizing  the  revised  costing  procedures,  should  result 
in  the  identification  of  a group  of  functions  that  appear 
to  be  more  cost  effective  if  obtained  from  private  enterprise. 
When  the  results  yield  a number  of  such  functions,  another 
decision  situation  presents  itself.  Both  the  activity  and 
higher  headquarters  must  begin  analyses  centered  about  com- 
bining these  functions  under  a possible  single  support  con- 
tract, in  lieu  of  a group  of  individual  contracts.  This 
technique,  for  initially  identifying  possible  multiple  func- 
tion conversions  has  been  made  extremely  difficult  because 
of  the  recent  DOD  directive  that  requires  firm  bid/offer 
methods  for  making  cost  comparisons.  This  problem  will  be 
addressed  in  detail  later  in  this  chapter. 
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Initial  Criteria  for  Total  Contract.  Having  identified  a 
group  of  candidate  functions  for  conversion  to  contract  opera- 
tion at  an  activity,  selection  of  the  best  implementation 
procedures  is  required.  What  is  sought,  in  essence,  is  a 
fixed  or  well  defined  output  in  terms  of  C/I  goods  and  ser- 
vices at  the  lowest  total  cost.  The  alternatives  center 
about  whether  or  not  to  group  the  candidate  functions  generic- 
ally  or  geographically  to  achieve  the  desired  end  result. 

How  many  and  which  functions  should  be  grouped  under  one  con- 
tract, which  functions  are  central,  and  which  are  peripheral? 
The  local  command,  most  knowledgeable  of  its  own  operations, 
and  higher  command  levels,  more  sensitive  to  the  broader 


• • • • > * • ' ■ 


’V' 


implications,  must  work  together  perhaps  on  a team  basis  with 
assistance  from,  say,  the  Navy  Area  Audit  Service,  the  Naval 
Facilities  Engineering  Command,  or  others.  Is  it  best  to  have 
a single  multiple  function  umbrella  contract,  or  do  conditions 
suggest  a group  of  smaller  individual  contracts? 

In  evaluating  this  decision,  the  advantages  and  disadvantages 
of  each  approach  must  be  considered.  One  must  recognize  that, 
in  contracting  out  for  services,  what  is  being  procured  is  not 
only  manpower,  but  management  expertise  as  well.  An  umbrella 
type  contract  increases  the  management  requirement  and  should 
encourage  the  larger  more  experienced  firms  to  submit  proposals. 
This  generally  leads  to  increased  awareness  of  management 
techniques  that  are  advantageous  to  the  Government.  The  umbrella 
contract  also  affords  more  flexibility,  in  that  functions  can 
be  added  to  or  deleted  from  the  contract  more  easily  to  account 
for  mission  changes  or  operational  tempo.  A single  function 
contract  must  be  allowed  to  expire  or  procedures  must  be 
initiated  to  terminate  the  contract  for  the  convenience  of  the 
Government  with  associated  difficulties.  This  flexibility 
aspect  can  be  of  prime  importance  at  a large  military  complex 
with  mission  essential  or  operations  support  roles. 

The  umbrella  contract  is  also  of  value  when  the  functions 
involved  are  complicated  or  time  constrained,  since  the  larger 
firm  normally  has  the  ability  and  resources  needed  to 
react  to  changing  operational  requirements.  It  is  usually 


more  capable  of  tapping  labor  markets  as  required,  or  sub- 
contracting more  easily  when  necessary.  Further,  the  large 
firm  can  be  of  value  in  implementing  a contract  conversion 
in  a depressed  area  as  it  will  infuse  capital  resources  into 
local  financial  institutions  and  increases  the  financial 
base  for  area  loans.  The  major  benefits  from  umbrella  or 
single  source  contracting  are  generally  better  control  and 
responsiveness.  The  base  Commanding  Officer  looks  to 
one  instead  of  many  sources/  assuring  responsiveness 
in  meeting  special  requirements,  whether  they  be  weekend 
exercises  or  ongoing  operations. 

Obviously,  single  contracts  for  multiple  functions,  are 
not  without  some  disadvantages.  Caution  must  be  exercised 
in  those  cases  where  a large  firm  literally  "buys -in"  at 
a low  first  year  cost,  in  anticipation  of  either  escalating 
costs  in  following  years  or  recouping  initial  losses  through 
change  order  increases.  Once  awarded  and  functioning,  it 
is  difficult  either  to  terminate  an  umbrella  contract  for 
cause  or  to  allow  an  option  to  expire  with  a view  toward  re- 
advertisement. The  trauma  and  risk  of  such  an  action  could 
be  so  great  at  an  important  station  that  management  might 
tend  to  endure  difficulties  or  even  costs  to  a substantial 
degree  simply  to  avoid  such  problems. 

The  umbrella  contract,  while  of  great  value  in  imple- 
menting 0MB  A-76,  does  restrict  capabilities  in  executing 
other  aspects  of  national  policy.  Multiple  function  contracts 
with  large  firms,  for  example,  usually  do  not  allow  Government 


participation  in  the  use  of  small  business  set  asides  for 
procurement.  While  the  contractor  may  sub-contract  with  small 
businesses,  the  Government  does  not  retain  absolute  control, 
and  the  prime  contract  for  even  a moderate  size  station  will 
be  of  such  magnitude  that  big  business  will  invariably  get 
the  award.  A trade-off  between  better  management  expertise 
from  large  firms  and  more  small  business  awards  with  smaller 
firms  is  evident.  Similar  problems  also  manifest  themselves 
with  umbrella  contracting  in  attempting  to  maximize  awards 
to  minority  owned  firms  in  response  to  yet  another  national 
policy . 

While  umbrella  contracts  provide  many  benefits,  they 
require  greater  effort  in  the  preparation  of  statements  of 
work  and  contract  specifications.  Single  function  contracts, 
because  of  their  very  nature,  are  more  simple  initially, 
easier  to  readvertise  and  award  and  allow  smaller  local  firms 
to  participate  more  in  the  competition. 

In  summary,  once  a number  of  candidate  functions  are 
identified,  a decision  process  addressing  the  advantages  and 
disadvantages  of  multiple  function  contracting  must  be 
pursued.  While  this  involves  the  local  command  quite  heavily, 
participation  by  the  major  claimant  level  or  higher  is  also 
essential  as  will  be  shown  in  the  discussion  that  follows. 

Procedural  Difficulties.  As  noted  in  Chapter  II,  OSD 
has  revised  C/I  cost  comparison  procedures  by  directing  that 
cost  comparisons  should  be  made  by  the  "firm  offer"  technique, 
where  a Government  bid  for  doing  the  work  competes  with 


industry  bids,  and  an  award  is  made  unless  the  Government 
is  the  low  bidder.  This  directive  further  prohibits  the 
Government  from  costing  commercial  prices  by  either 
engineering  estimates  or  the  use  of  informational  bids. 

This  procedure  was  forced  upon  the  services  since  OSD  had 
little  faith  in  service  estimates  of  contract  costs, 
doubted  their  objectivity,  and  suspected  the  use  of  pre- 
determined conclusions. 

Admittedly,  service  or  local  parochialism  was  present, 
but  the  new  procedure  places  emphasis  in  the  wrong  place  and 
could  cause  more  problems  than  it  solves.  This  technique 
almost  forces  a command,  a priori,  to  analyze  and  evaluate 
contract  conversions  on  a function  by  function  basis  resulting 
in  a group  of  individual  contracts.  Commanders  will  hesitate 
to  aggregate  functions  under  firm  bid/offer  procedures  with- 
out first  analyzing  all  aspects  of  the  individual  functions. 

Assuming  that  objectivity  can  be  obtained  by  proper 
control  and  emphasis,  it  can  be  argued  that  the  present  OSD 
direction  should  be  somewhat  modified.  The  services  should 
be  allowed,  possibly  at  triannual  inventory  time,  to  inform- 
ally assess  the  probability  for  conversions  on  a function 
by  function  basis,  using  engineering  estimates  in  lieu  of 
immediately  moving  to  firm  offer  procedures.  Once  the  candi- 
date functions  are  specified,  the  above  procedure  for  evaluating 
multiple  versus  single  function  contracts  would  then  be 
employed.  Only  after  this  decision  is  made,  should  the  firm 
offer  approach  be  mandatory. 
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This  more  thoughtful  method  for  assessing  conversions 
would  result,  not  just  in  routine  single  conversions,  but 
also  in  the  opportunity  for  functionally  grouped  conversions 
when  warranted.  This  approach  would  also  lessen  the  heavy 
in-house  burden  now  experienced  in  requiring  a local  command 
to  prepare  a host  of  detailed  contract  specifications  within 
a short  period  of  time. 

In  retrospect,  what  is  envisioned  is  not  a lessening  of 
the  emphasis  on  the  policy  set  by  0MB  A- 76  or  OSD,  but 
rather  a timing  modification  in  the  procedure.  The  individual 
C/I  functions  are  individually  costed  out  and  audited  for 
in-house  accomplishment,  contract  estimates  are  developed, 
candidate  conversions  identified,  umbrella  contract  or  not 
decision  is  made,  and  finally,  firm  offer  procedures  are 
employed  for  either  the  multiple  function  groupings  or  those 
single  function  areas. 

Assuming  a multiple  function  contract  seems  appropriate, 
other  factors  must  be  addressed  now  before  implementation 
begins.  The  sections  that  follow  provide  guidance  on  four 
major  areas  which  must  be  considered  in  this  process. 

Operational  Capability  Implications.  0MB  A-76  lists 
five  circumstances,  or  exceptions,  under  which  the  Government 
may  provide  its  own  C/I  goods  and  services.  Two  of  these, 
non-availability  of  a satisfactory  commercial  source  (no 
proposers)  and  the  availability  of  the  item  or  services 
from  another  Government  agency,  are  straightforward  and  need 


no  explanation.  A third  exception  is  possible  where  pro- 
curement from  a commercial  source  would  result  in  a higher 
total  cost.  The  mechanics  of  this  exception  are  discussed 
in  Chapter  II  and  in  other  sections  of  this  chapter.  The 
final  two  exceptions  may  be  applied  when  either  procurement 
from  a commercial  source  would  disrupt  an  agency's  program 
or  when  in-house  procurement  is  necessary  for  military 
training  or  mobilization  readiness.  These  exceptions  will 
be  further  discussed  in  this  and  the  following  section. 

Although  recent  emphasis  on  full  implementation  of  the 
intent  of  0MB  A-76  has  stressed  that  non-cost  reasons  for 
avoiding  conversions  will  no  longer  be  accepted  pro  forma, 
it  must  be  recognized  that  there  are  often  valid  reasons  for 
utilizing  the  exceptions.  In  considering  a hypothetical 
case,  a series  of  functions  have  been  grouped  for  conversion, 
and  it  must  now  be  determined  if  any  overriding  reason 
exists  for  not  making  the  change.  First,  one  must  evaluate 
the  nature  of  the  command  itself,  and  its  tempo  of  operations. 
Are  its  ongoing  operations  so  complex,  interrelated,  or  time 
constrained  that  a contract  conversion  would  be  too  disruptive 
and  could  not  be  tolerated?  Such  a case  is  difficult  to 
imagine,  but  its  possibility  must  be  considered  and  an 
appropriate  decision  made.  It  is  interesting  to  note  that 
as  critical  as  the  Apollo  space  program  was,  many  NASA  base 
operations  support  efforts  were  contracted  for,  during  the 
height  of  the  program. 


A prime  consideration  in  evaluating  such  tempo  exclu- 


sions involves  the  mission  mobility  aspect,  since  the 
indigenous  capability  of  related  military  units  to  deploy 
is  a major  element  for  consideration.  The  aircraft  mainten- 
ance function  can  be  analyzed  in  this  light.  Conversion  of 
this  function  where  only  a training  squadron  is  involved 
could  quite  readily  be  accomplished,  while  a similar  change- 
over for  an  operational  fighter  squadron  might  be  rejected. 
The  latter  must  have  an  effective  in-house  capability  that 
can  deploy  with  the  unit  when  called  upon  to  do  so. 

Related  to  the  above  is  a required  review,  at  the  macro 
level,  of  needed  skill  retention  for  military  contingency 
reasons.  This  analysis  can  be  accomplished  at  neither  the 
local  command  nor  the  major  claimant  level,  but  rather  must 
be  done  at  the  service  level.  Such  a study  involves  a 
determination,  based  upon  analyses  of  contingency  plans,  of 
the  required  minimum  number  of  personnel  within  each  skill 
category  that  must  be  retained  at  all  times.  Obviously, 
early  conversions  would  not  present  great  difficulties  in 
this  regard,  but  as  the  number  of  conversions  throughout 
the  service  are  increased,  this  item  could  become  critical. 

Due  to  a possible  lack  of  personnel  continuity  as  a 
result  of  changes  in  prime  contractors,  the  advantages  of 
Government  employees  must  also  be  considered  in  evaluating 
changes  at  an  operationally  oriented  base.  The  aspect  of 
internal  and  external  security  could  also  play  a major  role. 


Military  Billet  Difficulties.  0MB  A-76  recognizes  the 
unique  needs  of  the  military  services  with  respect  to  combat 
support  training  from  the  stand  point  of  both  the  individual 
service  member  and  that  of  unit  training  and  readiness. 

For  the  Navy,  this  problem  must  also  include  a concern  for 
both  skill  level  retention  and  the  necessity  to  provide 
adequate  sea  to  shore  rotation. 

As  previously  stated,  certain  numbers  of  personnel 
having  required  operational  specialities  must  be  maintained 
within  the  total  force  to  ensure  contingency  capabilities. 
When  Navy  people  are  ashore,  they  should  be  employed  within 
their  speciality,  since  placing  them  ashore  in  a "make-work" 
or  menial  position,  not  only  takes  away  incentive  and  pride, 
but  ensures  a loss  of  skills.  Accordingly,  there  are  often 
valid  needs  for  C/I  type  efforts  to  be  performed  ashore  by 
naval  personnel. 

Today's  all  volunteer  force  emphasizes  the  effect  of 
extensive  contract  conversions  on,  in  many  cases  already 
critical,  sea  to  shore  rotation  ratios.  A capable  and 
skilled  volunteer  sailor  can  not  be  expected  to  continue  to 
endure  the  family  separation  and  other  hardships  of  continued 
duty  at  sea.  The  present  retention  difficulties  of  the 
nuclear  submarine  force,  despite  many  seemingly  attractive 
monetary  compensations,  illustrate  this  problem  quite  well. 

Again,  at  the  Navy  Department  level,  studies 
must  continue  to  determine,  for  each  occupational  rating 
skill,  the  minimum  acceptable  sea  to  shore  rotation  ratio. 


Adequate  shore  billets  must  be  identified  to  support  these 
ratios,  and  the  billets  must  be  allocated  so  as  to  ensure 
that  the  work  is  skill  enhancing.  To  make  contract  conver- 
sions solely  to  implement  0MB  A-76  or  save  on  operating  ex- 
penses would  be  naive.  The  importance  of  giving  thorough 
and  objective  attention  to  this  matter  cannot  be  overemphasized. 
Military  bases  exist  only  in  support  of  national  defense 
policies,  and  to  operate  them  to  the  detriment  of  such  policies 
is  counter-productive. 

Another  thought  related  to  the  military  billet  problem 
is  in  order  when  making  contract  versus  in-house  cost  compari- 
sons. In  costing  the  in-house  alternative,  all  cost  elements 
related  to  the  utilization  of  military  personnel  should  be  in- 
cluded. The  inference  is  that,  if  the  function  were  contracted, 
these  military  costs  would  be  avoided.  If,  however,  due  to  the 
rotation  base  considerations  outlined  above,  the  shore  billets 
are  not  eliminated  and  not  taken  as  end-strength  reductions,  but 
rather  reprogrammed  elsewhere  or  to  other  tasks,  the  cost 
analysis  is  faulty.  This  consideration  is  difficult  to  account 
for  at  the  local  level.  At  the  departmental  level,  if  military 
reprogramming  decisions  are  made,  great  care  must  be  taken  to 
properly  adjust  cost  studies  to  reflect  these  decisions.  The 
implications  of  opportunity  costs  as  well  as  direct  and  indirect 
costs  must  be  fully  evaluated  in  all  conversion  studies.  These 
costs  become  more  significant  as  greater  percentages  of  C/I 
functions  are  converted  throughout  the  services.  Research 


indicates  that  inadequate  attention  has  thus  far  been  devoted 
to  this  problem. 

Labor  Relations  Aspects.  This  topic  is  worthy  of  ex- 
tensive additional  research,  and  could  easily  be  the  subject 
of  a paper  itself.  What  follows  is  a synopsis  of  major  factors 
to  be  considered  in  evaluating  conversion  potential.  Of  con- 
cern in  all  such  conversions  is  the  impact  of  Government 
employee  unions.  At  those  stations  where  strong  union  activity 
is  present,  a well  organized  and  effective  campaign  may  be 
expected  to  limit  or  set  aside  contracting  efforts,  and  such 
actions  will  most  often  include  legal  or  court  procedures. 

At  the  local  level,  the  major  pitfall  concerns  interference 
with  collective  bargaining  rights  of  the  unions.  Previous 
cases  have  proven  that  there  is  no  obligation  to  bargain  on 
procedures  to  be  used  in  making  the  decision  to  contract,  as 
this  is  within  management  prerogative;  however,  there  is  a 
specific  obligation  to  bargain  on  procedures  to  be  used  in  mak- 
ing arrangements  for  employees  impacted  by  the  decision  to 
contract . 

The  guidelines  to  be  followed  should  center  about  a 
policy  of  total  candor  and  free  flow  of  information. 

Employees  and  their  unions  must  be  informed  early  concerning 
what  is  being  considered,  and  must  continue  to  be  so  in- 
formed as  the  conversion  study  progresses.  To  do  otherwise 
would  be  foolish,  and  could  also  raise  legal  questions.  The 


implications  of  the  Freedom  of  Information  Act  add  emphasis 
to  this  aspect.  Thus  in  evaluating  conversions,  adequate 
attention  must  be  given  to  considering  the  rights  of  employee 
unions,  their  strengths  and  anticipated  actions  or  reactions. 

Another  significant  factor  which  must  be  considered  is 
potential  political  impact.  Congressional  constituencies 
can  exert  major  impact  on  any  decision  and,  in  fact,  can  make 
or  break  a conversion  decision.  Here  again  early  notification 
of  intent,  with  attention  to  the  free  flow  of  information  is 
essential.  Obviously,  in  the  face  of  Congressional  and  union 
opposition,  a proposed  conversion  is  in  trouble,  even  if  there 
is  evidence  indicating  significant  monetary  advantage  in- 
volved in  such  a conversion.  Certainly,  each  case  must  be 
evaluated  on  its  own  merits,  but  political  constraints  are 
generally  regarded  as  being  responsible  for  the  defeat  of 
Eisenhower's  effort  to  rely  exclusively  on  private  enterprise. 
Today's  political  opposition  is  manifested  by  a possible  rider 
on  the  Fiscal  Year  1978  Defense  Authorization  Bill  limiting 
conversions  and  can  quickly  override  even  the  most  convincing 
rationale  based  upon  cost  effectiveness.  Of  course,  both 
union  and  congressional  feelings  can  be  modified  depending  on 
local  economic  conditions,  and  this  factor  must  also  be  evaluated 

If  the  conversion  calls  for  elimination  of  a large  number 
of  military  billets,  there  could  actually  be  a supply 
deficiency  in  the  civilian  labor  market,  with  associated 
economic  benefit  to  the  local  area.  As  a result,  evaluation 
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of  the  geographic  or  regional  factors  must  be  made.  Does 
the  area  have  ready  availability  of  skilled  or  unskilled 
work  forces  or  would  employees  have  to  be  brought  in  by  a 
prospective  contractor?  What  are  the  respective  implications? 

Of  major  concern  to  the  operational  commander  in  any 
conversion  are  the  implications  of  an  actual  or  threatened 
strike  or  work  stoppage  by  contractor  personnel.  Since  no 
unique  legal  considerations  pertain  to  the  contract  work 
force  because  it  is  employed  on  a military  base,  this  con- 
cern is  valid.  A review  of  the  proposed  contractor's 
labor  relations  record  is  recommended,  and  proposers  must 
include  a strike  contingency  plan  as  part  of  their  proposal. 
Despite  this,  basic  responsibility  remains  with  the  Govern- 
ment to  ensure  that  vital  operations  are  not  disrupted.  Thus, 
it  is  critical  that  detailed  internal  strike  contingency 
plans  be  developed  for  all  conversion  cases.  Such  approaches 
as  the  use  of  base  military  personnel  when  permitted  by  law, 
or  even  the  deployment  of  a work  force,  military  or  civilian, 
from  another  base  should  be  considered.  These  work  stoppage 
effects  must  be  considered  and  plans  developed  to  cope  with 
them,  but  these  actions  must  also  be  taken  with  regard  for 
legal  implications  as  well  as  good  management  practices. 

Again,  this  difficulty  becomes  potentially  more  severe  as 
greater  percentages  of  functions  are  converted  to  contract. 

Before  leaving  the  topic  of  labor  relations  implications, 
a word  of  caution  is  in  order  with  respect  to  the  effects 
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of  personal  services  contracting  or  "body  contracts"  as  they 
are  soiuetimes  called.  The  Civil  Service  Commission  has 
determined  that  when  work  is  contracted  that  creates  what 
in  effect  is  an  employer-employee  relationship  between  the 
Government  and  contractor  employees,  such  a relationship 
constitutes  a violation  of  appropriate  personal  services  laws 
The  procedures  and  in-the-field  practice  in  this  regard 
are  varied  and  open  to  individual  interpretation,  but  the 
key  point  is  whether  or  not  supervision  and  control  of  the 
contractors'  work  force  is,  in  effect,  with  the  Government. 
The  important  caution  here  is  that  management  be  aware  of 
this  pitfall  and  seek  expert  advice  and  assistance  to 
prevent  difficulty. 

Local  Impact  Considerations.  The  last  major  area  for 
consideration  in  evaluating  the  feasibility  of  making  a 
multiple  function  conversion  to  contract  involves  an  assess- 
ment of  local  impact  as  a result  of  the  action.  Here  again, 
attention  must  be  devoted  to  political  implications. 
Specifically,  once  the  proposed  conversion  technique  is 
decided  upon,  a review  must  be  made  concerning  the  acceptance 
or  lack  thereof  of  the  conversion  at  the  local,  state,  or 
national  political  level.  Questions  such  as  the  degree 
and  type  of  political  philosophy  of  the  region,  attitudes 
toward  big  business,  local  entrepreneurship,  the  military, 
and  direct  impact  on  local  economic  tradition  must  be  con- 
sidered and  evaluated. 


In  analyzing  local  impact,  attention  must  be  paid  to 
geographical  or  demographic  factors  such  as  effects  upon 
the  local  housing  market,  changes  in  minority  work  forces, 
local  employment  patterns,  and  even  such  items  as  changes  in 
commuter  traffic  volumes  and  patterns.  The  more  rural  the 
location  in  question,  the  more  important  seemingly  insig- 
nificant items  could  become.  Would  a massive  contractor 
hiring  program  to  replace  eliminated  military  manpower  grossly 
upset  the  local  general  wage  structure?  What  impact  will 
be  experienced  in  the  regional  income  and  property  tax  base? 
Issues  such  as  changes  in  local  school  districts  and 
utilities  systems  could  surprisingly  become  significant 
and/or  emotional.  Major  changes  from  in-house  to  commercial 
sources  could  actually  over  tax  local  community  support 
aspects  while  the  on-base  schools  and  housing  facilities  sit 
vacant. 

This  list  could  be  greatly  expanded,  but  the  point  to 
be  made  is  that  local  impact  items  must  be  considered, 
because  present  environmental  laws  require  that  this  be 
done.  The  decision-maker  must  not  slight  this  requirement 
for  a thorough  environmental  impact  assessment,  for  to  do 
so  could  jeopardize  the  implementation  of  an  otherwise 
successful  conversion  to  contract. 


Summary.  This  chapter  addressed  the  criteria  to  be 
used  when  considering  conversion  to  contract.  Its  concepts 
apply  to  the  local  command,  the  major  claimant,  and  the 
departmental  level.  Procedures  were  addressed  concerning 
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initial  identification  of  the  individual  functions  and 


generic  groupings  of  the  functions,  and  a comparison  of 
the  advantages  and  disadvantages  of  umbrella  type  contracts 
versus  multiple  contracts.  Finally,  present  difficulties 
caused  by  recent  OSD  Directives  in  implementing  0MB  A-76 
policies  were  reviewed. 

Once  a tentative  decision  is  made  to  implement  a multiple 
function  contract,  the  decision-maker  faces  four  major  areas 
that  should  be  considered  in  order  to  make  the  conversion 
a success,  or  to  at  least  avoid  pitfalls  that  could  make  the 
conversion  difficult. 

The  concepts  presented  are  not  all-inclusive,  but  they  do 
provide  an  orderly  approach  to  initiating  studies  concerning 
make  or  buy  decisions.  Emphasis  has  been  placed  on  not 
attempting  to  select  types  of  commands  best  suited  for  con- 
version, but  rather  to  initially  select  functions  at  a 
command  which  are  candidates  for  this  conversion.  A proposal 
in  this  regard  was  made  that  OSD  implementing  directives  be 
changed . 

Perhaps  the  principle  lesson  to  be  learned  is  that  a 
priori  conclusions  simply  to  implement  or  to  circumvent  national 
policy  must  be  avoided.  Objectivity  and  candor  must  prevail 
throughout  the  process  at  all  levels  of  decision  making. 


36 


■:>:v 

• • • • 


■ '•  * • • • ■“  •*  •“ 
• , • • • • • • • - • • • , - * • « • 


-i 


CHAPTER  IV 


CONTRACT  METHODOLOGY 

Introduction . This  chapter  will  discuss  the  major  items 
to  be  considered  from  the  time  the  decision  is  made  to  con- 
vert to  contract  until  its  award.  The  discussion  will  deal 
primarily  with  multiple  function  service  contracts,  although 
many  of  the  thoughts  may  be  applicable  to  other  types  of  con- 
tracts. The  main  topics  to  be  covered  are  philosophy  of 
contracting,  statement  of  work,  type  of  contract,  and  the 
proposal  evaluation. 

It  should  be  noted  that  these  topics  are  not  all  inclusive 
and  the  discussion  of  them  is  not  necessarily  bounded  by  Navy 
policy.  The  discussion  is,  however,  bounded  by  the  parameters 
of  existing  laws.  Due  to  time  limitations,  this  chapter  will 
concentrate  on  topics  which  are  considered  to  have  the  great- 
est influence  on  the  success  of  the  contract.  It  is  hoped  to 
stimulate  thought  on  the  rationale  for  contracting  as  well  as 
to  encourage  new  and  innovative  concepts  to  "get  the  job  done" 
more  effectively. 

Philosophy . Service  contracts  require  time  and  effort  to 
implement  and  normally  do  not  provide  for  a clearly  defined 
end  product.  Service  contracts,  by  definition,  cover  many  of 
the  routine  tasks  found  at  any  installation,  such  as  janitorial 
and  grounds  maintenance,  as  well  as  the  more  sophisticated  re- 
quirement for  architect-engineer  services  and  research  and 
development.  In  the  context  of  this  paper,  service  contracts 
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will  refer  to  routine  base  operation  and  maintenance  or  support 
functions . 

Most  readers  have  had  some  experience  with  service  contracts, 
either  involving  the  provision  of  technical  skills  and/or 
specialized  equipment,  such  as  elevator  inspection  and  mainten- 
ance or  with  the  less  technical  services  required  by  janitorial, 
grounds  maintenance  or  messmen  contracts.  Experiences  will 
vary  from  good  to  bad,  with  a successful  contract  often  depending 
to  a large  measure  on  the  individual  contractor. 

As  more  functions  are  placed  under  a single  contract  and 
the  complexity  increases,  contractor  management  initiatives 
play  a key  role  in  the  success  of  the  contract.  At  this  point 
the  "multiple  function  service  contract"  comes  into  being. 
Generally,  a multiple  function  contract  encompasses 
functions  of  sufficient  number  and  complexity  to  require  full 
time,  on  site  expertise,  capable  of  making  management  decisions. 
These  decisions  involve  trade-offs  between  labor,  capital  or 
lease  expenditures  and  the  establishment  of  policies  involving 
the  use  of  employees.  The  concept  of  procuring  management  ex- 
pertise, as  well  as  manpower,  provides  the  potential  for  sig- 
nificant cost  savings.  This  concept  cannot  be  overemphasized  and 
a properly  prepared  and  executed  service  contract  can  provide 
the  flexibility  for  real  management  initiatives  so  important 
to  success. 


38 


• -N 

^ . • » • • * . ' • • a il^li  • ^ * PI  ' 


The  type  of  contract  is  dependent  on  a number  of  variables, 
including  incentive  and  risk  considerations.  Additionally, 
the  type  of  contract  to  be  used  must  be  consistent  with  the 
overall  management  philosophy  and  capability  at  the  installa- 
tion and  its  senior  commands. 

The  multiple  function  contract,  although  simple  in  con- 
cept, requires  a professional  approach  throughout  to  be 
effective.  The  primary  resource  utilized  to  perform  services 
is  people  and  effective  management  of  these  people  is  essen- 
tial, particularly  during  the  conversion  phase,  which  will 
probably  require  in  excess  of  one  year.  During  this  time, 
a strong  public  relations  program  is  necessary  to  ensure 
that  all  personnel  and  unions  are  informed  of  what  is  being 
planned  and  why  changes  are  being  made.  The  positive,  profes- 
sional approach  must  be  continued  throughout  all  phases  of  the 
planning . 

The  concept  of  concentrating  on  the  end  results  and  per- 
mitting the  contractor  to  determine  the  method  of  accomplishing 
these  results  tends  to  ensure  that  the  contractor  will  provide 
top  management  talent.  The  necessity  to  concentrate  on  the 
end  product  required  is  also  important  from  a legal  aspect. 

There  are  legal  restrictions  to  contracting  for  personal  ser- 
vices, except  in  specifically  authorized  cases.  A recent 
decision  in  a court  action  brought  against  NASA  has  added  empha- 
sis to  the  personal  services  laws.  In  effect,  the  court  held 
that  when  a contractual  situation  is  created  which  is  tantamount 


39 


• V ' 


r v"  ■ 
V V 1 


“V-’’ 

tim  »■<  *-■  m 


to  the  formation  of  an  employer-employee  relationship  between 
the  Government  and  contractor  personnel,  there  is  a violation 
of  the  law. 

Statement  of  Work.  The  vehicle  used  to  inform  the  con- 
tractor of  the  scope  of  the  work  he  is  expected  to  perform  is 
the  specification  or  statement  of  work  portion  of  the  contract. 
The  statement  of  work  is  sometimes  referred  to  as  the  "meat" 
of  the  contract,  as  opposed  to  the  standard  clauses  which  com- 
prise the  "boiler  plate. " 

Requirements  definition  through  the  statement  of  work 
provides  a common  base  from  which  the  contractor  and  the  Govern- 
ment may  determine  the  cost  of  work  in  terms  of  resources 
required.  In  the  final  analysis,  resource  requirements  are 
expressed  in  terms  of  dollars,  but  the  real  effort  is  in  deter- 
mining the  amount  and  relative  proportion  of  manpower,  material 
and  equipment  needed. 

Service  contracts  are  primarily  concerned  with  the  Icibor 
portion  of  costs  and  the  multiple  function  contract,  with  its 
larger  scope,  adds  complexity  to  its  execution.  Not  only  do 
numbers  of  personnel  increase,  adding  more  supervision  and  the 
requirements  for  more  formalized  procedures,  but  the  ability 
to  substitute  methods  of  accomplishment  becomes  more  important. 
There  are  two  schools  of  opinion  as  to  who  should  exercise 
procedural  prerogatives,  the  Government  or  the  contractor. 


Since  the  functions  performed  by  service  contracts  are 


being  provided  by  military  and  civil  service  personnel  world- 
wide, the  tendency  is  to  expect  the  contractor  to  utilize 
policies  and  procedures  already  in  use  by  the  Government. 

While  these  procedures  may  work  well  for  in-house  operations, 
the  system  of  rules  and  regulations  used  by  government  agencies 
was  developed  to  ensure  standardization  and  compliance  with 
specific  laws.  Some  of  these  laws  will  not  apply  to  a con- 
tract operation  and,  as  a result,  the  same  policies  and 
procedures  utilized  by  the  Government  may  not  be  necessary. 
Imposition  of  standard  rules  on  the  contractor  can  result  in 
inefficiencies  and  more  expense  to  the  Government.  More 
importantly,  forcing  the  contractor  to  utilize  the  Government's 
system  may  be  a factor  which  results  in  a court  ruling  that  a 
contract  is  not  a legal  means  of  obtaining  services. 

The  statement  of  work  for  multiple  function  contracts 
provides  a means  for  allowing  more  flexible  operations,  which 
can  result  in  increased  efficiencies  and  lower  costs.  A per- 
formance or  end  product  oriented  statement  of  work  provides 
for  contractor  innovation.  Specific  direction,  with  little 
room  for  variation  by  the  contractor,  will  result  in  less 
management  expertise  being  used. 

The  flexibility  to  be  allowed  the  contractor  is  dependent 
on  a number  of  factors.  Acceptability  of  risk  refers  to  the 
ability  of  the  Government  to  accept  a short  time  degradation 
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of  efficient  operation  on  the  part  of  the  contractor  and 
is  one  of  these  factors.  A time  or  quality  deficiency  in 
accomplishment  of  routine  building  maintenance  may  not  be 
critical,  but  the  same  type  of  deficiency  in  aircraft  mainten- 
ance could  result  in  property  damage  or  loss  of  life. 

Legal  restrictions  limit  the  degree  of  flexibility  such 
as  in  the  handling  of  classified  material.  Still  another 
limitation  is  in  staffing  for  community  service  functions, 
such  as  fire  protection  and  police  services.  In  these  cases, 
there  are  normally  national  standards  for  personnel  staffing 
which  relate  to  both  manning  levels  and  technical  skills  required. 

The  type  of  statement  of  work  to  be  used  can  be  determined 
by  considering  what  is  to  be  accomplished,  the  acceptable 
level  of  risk  and  the  extent  to  which  staffing  standards  are 
applicable  to  work  accomplishment.  The  performance  specifica- 
tion is  preferable  for  lower  risk  tasks  where  legal  and  tech- 
nical standards  permit  the  contractor  to  exercise  management 
initiatives . 

Because  preparation  of  the  statement  of  work  can  appear  to 
be  a difficult  problem  when  first  encountered,  the  natural 
tendency  is  to  use  an  existing  statement  of  work  with  only  minor 
changes.  The  use  of  this  procedure  can  be  invalid  since  the 
statement  of  work  must  fit  the  conditions  existing  at  the 
installation  involved.  To  be  fully  compatible  with  the  specific 
case,  it  should  be  prepared  by  technically  qualified  per- 
sonnel who  are  involved  in  supervising  the  work.  A technical 
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or  specification  writer  will  be  useful  in  providing  con- 
tinuity and  clarity  in  the  overall  statement  of  work,  but 
the  appropriate  functional  organization  must  be  fully  in- 
volved in  its  area  of  responsibility. 

Since  the  statement  of  work  will  be  used  as  the  basis  for 
evaluating  the  contractor's  performance  and  will  be  a source 
document  used  in  legal  interpretations  should  a claims  action 
arise,  the  necessity  for  consistency  and  clarity  in  this  docu- 
ment is  essential.  In  the  preparation  phase,  reviews  by 
third  parties  and  supervisory  personnel  are  essential,  and 
should  be  considered  from  two  points  of  view.  From  the  Govern- 
ment view,  the  statement  of  work  must  adequately  portray  the 
work  to  be  accomplished,  must  include  all  essential  elements, 
and  should  not  apply  unnecessary  tests  and  procedures.  The 
contractor  viewpoint  will  consider  such  items  as  the  ability 
to  estimate  requirements  and  what  degree  of  flexibility  is 
allowed  to  achieve  the  result  specified.  These  essential  as- 
pects in  preparing  the  statement  of  work  are  time  consuming 
but  are  invaluable  in  achieving  the  most  useful  statement  of 
work . 

Contract  Type.  The  specific  form  of  contract  to  be  used 
is  basically  determined  by  the  amount  of  uncertainty  and  degree 
of  risk  involved  in  contract  performance.  The  more  uncertainty 
involved,  the  greater  is  the  risk  which  must  be  assumed.  The 
range  of  contract  types  available  is  designed  to  accomodate 
the  varying  degrees  of  uncertainty  and  to  avoid  placing  too 
great  a cost  risk  on  the  contractor. 
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In  the  private  sector  of  the  business  world,  the  basic 
motive  for  existence  is  profit  and  effective  and  economical 
performance  is  rewarded  by  an  increase  in  these  profits. 

Choice  of  a contract  type  that  facilitates  the  application  of 
the  profit  motive  can  result  in  greater  returns  to  the  Govern- 
ment in  higher  quality,  more  timely  delivery  and  lower  total 
costs . 

There  are  two  basic  types  of  contracts  available  for  defense 
contracting,  the  fixed-price  and  the  cos t- reimbursable . The 
fixed-price  contract  tends  to  place  maximum  risk  on  the  contrac- 
tor, while  the  cost- reimbursable  contract  minimizes  that  risk. 
The  fixed-price  contract  normally  provides  the  contractor  with 
the  greatest  incentive  for  economies,  thus  allowing  for  in- 
creased profits.  Conversely,  cost-reimburso±)le  contracts  mini- 
mize contractor  risk  and  reduce  the  incentive  for  economy  of 
operation.  Variations  of  these  two  contract  types  permit  the 
application  of  the  one  best  suited  for  a given  situation. 

A fixed-price  contract  is  appropriate  for  use  when  the  scope 
of  work  and  costs  for  that  work  can  be  defined  reasonably  at 
the  outset  of  the  contract.  Competitive  pricing  must  be  avail- 
able and  the  uncertainties  involved  in  contract  performance 
must  be  identifiable  to  the  extent  that  their  impact  on  costs 
can  be  determined. 

The  firm-fixed-price  (FFP)  contract  is  the  simplest  con- 
tract type  and  theoretically  assigns  maximum  risk  to  the  con- 
tractor as  well  as  providing  maximum  profit  incentive.  For 
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service  contracts,  an  economic  price  adjustment  clause  can 
be  used  to  offset  inflationary  problems  in  contracts  over 
$50,000  and  for  which  the  performance  period  exceeds  six  months. 
This  adjustment  provision  is  normally  invoked  at  the  time  of 
contract  renewal  rather  than  during  a period  of  performance. 

The  FFP  contract  can  be  competitively  bid  or  neaotiated,  but 
is  generally  more  appropriate,  due  to  its  simplicity,  for  single 
function  service  contracts  rather  than  for  those  covering 
multiple  functions. 

While  the  FTP  contract  has  high  incentives  for  economy  of 
operation,  there  is  little,  if  any,  incentive  to  improve  quality 
or  delivery  time  over  that  required  by  the  specifications.  In 
order  to  encourage  contractors  to  provide  more  management 
effort,  which  will  improve  quality  and  increase  production, 
inducements  other  than  those  found  in  FFP  contracts  are  necessary 
An  incentive  contract,  when  properly  formulated,  encourages  the 
contractor  to  not  only  reduce  costs,  but  to  exceed  specified 
quality  and  service  standards.  The  incentive  contract  can  be 
either  the  fixed-price  or  the  cost- reimbursable  type.  Contract 
types  normally  utilized  for  multiple  function  service  situations 
are  the  fixed-price-incentive-firm-target  (FPIF)  and  the  cost- 
plus-award-fee  (CPAF) . Since  the  magnitude  of  operation  of 
multiple  function  service  contracts  requires  the  contractor  to 
exercise  management  economies  in  improving  quality  and  service, 
an  incentive  type  contract  is  essential  if  the  desired  results 


are  to  be  achieved. 


The  FPIF  contact  provides  for  adjustment  of  profit  and 
establishment  of  a final  contract  price  by  a formula  based  on 
the  relationship  between  actual  cost  and  target  cost.  It  is 
also  possible  to  include  incentives  for  increased  performance 
characteristics,  e.g.,  aircraft  speed  or  load  capability. 

While  this  would  normally  apply  to  development  contracts,  a 
similar  provision  could  be  beneficial  in  a service  contract, 
an  improved  readiness  rate  in  aircraft  being  an  example. 

The  FPIF  contract  requires  the  contractor  to  meet  the  con- 
tract requirements  in  return  for  a maximum  or  ceiling  price. 
Before  award,  agreement  is  reached  on  a target  cost,  a target 
profit  for  this  cost,  a ceiling  price  for  Government  liability, 
and  a formula  to  determine  the  cost  share  above  and  below  tar- 
get. Under  this  concept,  if  actual  costs  equal  the  target, 
the  contractor  would  receive  actual  costs  plus  target  profit. 

If  actual  costs  are  below  target,  the  contractor  would  receive 
actual  costs,  plus  target  profit  and  a percentage  of  the  differ 
ence  between  actual  and  target  costs.  If  actual  costs  are 
above  target,  the  contractor  receives  target  costs  and  profit, 
plus  a percentage  of  the  costs  over  target,  in  a total  amount 
not  to  exceed  the  ceiling  price. 

One  of  the  key  elements  of  the  FPIF  contract  is  the  cost 
sharing  formula,  which  determines  the  actual  contractor  profit 
or  loss.  The  objective  of  utilizing  a FPIF  contract  is  to 
encourage  contractor  economies  of  operation  through  the  use  of 


innovative  techniques,  while  providing  the  quality  of  service 


required.  The  innovative  management  talent  required  is  not 


in  abundant  supply  and  corporations  will  utilize  that  limited 


talent  available  in  positions  which  offer  the  probability  of 


highest  profit  return.  Through  the  sharing  formula,  the  Govern- 


ment determines  the  amount  of  expertise  desired  in  full  time 


corporation  management.  Example: 


Target  cost $10,000,000, 


Target  profit. 


300,000. 


Price  ceiling 10,800,000. 


For  an  80/20  government/contractor  split: 


5%  Savings  On  Target 


5%  Overrun 


Direct  cost 


$9,500,000, 


$10,000,000, 


$10,500,000. 


Profit 


400,000. 


300,000, 


200,000. 


Contract  total 


9,900,000. 


10,300,000, 


10,700,000, 


In  this  instance  the  difference  between  outstanding  and  average 


management  is  $200,000  in  profit.  If  the  contractor  is  re- 


quired to  keep  the  capital  equivalent  of  one  month's  costs  in 


backing  for  the  contract,  the  difference  in  return  on  contractor 


capital  would  be  about  24%  gross  or  a net  profit  after  taxes 


of  approximately  12%  on  capital  out  of  circulation.  However, 


if  the  total  contract  cost  is  utilized  for  comparison,  the  pro- 


fit difference  is  about  2%  gross  or  1%  net  after  average  taxes. 
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For  a 60/40  government/contractor  split: 
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Direct  cost 
Profit 

Contract  total 


5%  Savings 
$9,500,000. 

500,000. 

10,000,000. 


On  Target 
$10,000,000. 
300,000. 
10,300,000. 


5%  Overrun 
$10,500,000. 
100,000. 
10,600,000. 


In  this  situation  the  difference  in  profit  resulting  from  manage- 
ment action  is  $400,000.  Compared  to  capital  required,  this  is 
a return  of  40%  gross  or  20%  net.  When  compared  to  contract 
cost,  the  resulting  profit  is  about  4%  gross  or  2%  net. 

Although  these  examples  are  not  intended  to  represent  an 
actual  case,  the  effect  of  cost  sharing  on  contractor  incentive 
to  improve  cost  effectiveness  is  shown. 

The  CPAF  contract  is  a variation  of  the  incentive  form  of 
contract.  Actual  costs  are  reimbursed  to  the  contractor,  how- 
ever, there  is  a cost  limitation  beyond  which  the  contractor  will 
not  be  reimbursed  and  beyond  which  the  contractor  is  not  re- 
quired to  perform  further  work.  The  fee  is  in  two  parts,  a base 
fee  and  an  award  fee.  The  base  fee  is  independent  of  performance, 
while  the  award  fee  is  based  on  performance.  Since  the  contrac- 
tor has  little  risk  under  a cost  reimbursable  contract.  Con- 
gress has  limited  the  maximum  fee  for  service  contracts  to  10% 
of  the  estimated  cost,  while  the  base  fee  is  usually  limited  to 
3%.  The  award  fee  consists  of  a subjective  judgement  by  an 
evaluation  board  which  reviews  the  contractor's  performance  based 
on  predetermined  factors.  The  award  fee  is  not  subject  to  a 
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disputes  clause,  thus  making  the  board's  recommendations 
essentially  final.  The  evaluation  of  performance  and  assign- 
ment of  the  award  fee  is  accomplished  periodically,  so  that 
the  contractor  can  improve  performance  in  any  area  in  which  he 
is  found  to  be  deficient. 

Cost  reimbursable  contracts  are  used  only  when  it  is  not 
possible  to  estimate  accurately  or  determine  the  cost  of  per- 
formance. Paragraph  3-405. 1(b)  of  the  Armed  Services  Procure- 
ment Regulation  succinctly  states: 


The  cos t- reimbursement  type  contract  is  suitable  for 
use  only  when  the  uncertainties  involved  in  contract 
performance  are  of  such  magnitude  that  cost  of  per- 
formance cannot  be  estimated  with  sufficient  reason- 
ableness to  permit  use  of  any  type  of  fixed-price 
contract.  In  addition,  it  is  essential  that  [i]  the 
contractor's  cost  accounting  system  is  adequate  for 
the  determination  of  costs  applicable  to  the  contract 
and  [ii]  appropriate  surveillance  by  Government  per- 
sonnel during  performance  will  give  reasonable  assur- 
ance that  inefficient  or  wasteful  methods  are  not 
being  used. 


A conversion  to  contract  should  have  minimum  uncertainty  since 
the  estimate  for  cost  of  performance  will  be  based  on  the  past 
operation  by  the  Government  and  should  not  normally  require  a 
cost  reimbursable  type  contract. 

The  term  of  a multiple  function  service  contract  can  be 
for  one  to  three  years.  Normally  government  options  are  utiliz 
ed  to  provide  for  euinual  extensions  not  to  exceed  a maximum 
of  five  years.  The  one  year  initial  term  with  four  one  year 
options  is  an  inducement  for  the  contractor  to  provide  early 
quality  response  to  ensure  renewal  of  the  contract  for  the  maxi 
mum  term.  In  the  multiple  function  contract,  which  requires 


provision  of  significant  equipment  or  a substantial  initial 
investment  to  meet  the  contract  requirements,  the  problem  be- 
comes one  of  amortization  time.  By  using  a longer  initial  con- 
tract term,  the  contractor's  investment  can  be  spread  over  a 
longer  time  period  and  result  in  a substantially  lower  contract 
cost.  Changing  wage  rates  during  an  initial  term  in  excess  of 
one  year,  can  be  accomodated  by  the  use  of  an  economic  price  ad- 
justment provision  in  the  contract.  The  selection  of  contract 
term  must  consider  the  trade-off  in  incentive  that  may  be  gained 
from  a shorter  initial  term  with  more  Government  options,  with  a 
longer  initial  period  and  probable  lower  cost  and/or  profit 
requirements . 

Performance  and  payment  bonds  are  required  by  law  for  the 
majority  of  construction  contracts.  Normally,  cost-reimbursable 
contracts  and  fixed-price  contracts,  other  than  for  construction, 
do  not  require  a performance  and  payment  bond.  While  service 
contractor  failure  will  usually  result  in  inconvenience  and  re- 
quire additional  effort  to  provide  an  alternate  means  of  accomp- 
lishment, this  would  be  true  with  or  without  bonds.  Payments 
for  services  are  made  aftei  the  fact  and  funds  will  not  be 
disbursed  without  performance  having  been  received.  Since  bonds 
increase  the  contract  cost,  the  potential  benefits  which  may  be 
derived  from  the  existence  of  a bond  must  be  weighed  against 
their  cost  before  approving  a bond  requirement.  For  service  con- 
tracts, bonds  could  be  required  when  the  contractor  is  required 
to  have  custody  of  and  use  government  material,  property  or 
funds . 
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Proposal  Evaluation.  Forethought,  team  effort  and  con- 
sistent philosophy  in  the  conceptual  stage  of  a conversion  to 
contract  is  equally  as  important  following  the  issuing  of  an 
invitation  for  bid  or  request  for  proposal  (RFP)  as  at  other 
times.  Topics  which  must  be  considered  include  proposal  con- 
tent, preproposal  conferences,  and  the  actual  proposal  evalua- 
tion leading  to  a recommended  award. 

The  information  required  from  contractors  can  vary  from  only 
a bid  amount,  in  the  case  of  a single  function,  small  scope 
contract,  to  essentially  an  organization  and  procedures  manual, 
including  costing,  for  a large  multiple  function  service  con- 
tract. The  information  required  must  be  consistent  with  scope 
of  work,  contract  form,  and  the  services  to  be  provided  includ- 
ing management  expertise. 

The  preproposal  conference  is  the  time  when  prospective  pro- 
posers can  visit  the  site,  meet  the  personnel  who  will  be 
administering  the  contract  and  participate  in  a discussion  of 
contract  requirements.  This  conference  can  be  a significant 
contribution  to  increased  quality  in  proposals,  reducing  the 
effort  and  cost  of  both  contractor  and  Government  in  preparing 
and  evaluating  proposals.  Ideally,  the  preproposal  conference 
should  be  held  at  the  installation  where  the  work  is  to  be  per- 
formed and  should  be  held  after  proposers  have  had  time  to  re- 
view the  RFP.  Government  managers  from  each  functional  area 
should  attend  and  be  prepared  to  discuss  and  answer  questions 
regarding  their  portion  of  the  work.  Additionally,  it  is 
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essential  that  all  proposers  be  treated  fairly  and  receive 
the  same  information  from  the  preproposal  conference.  One 
method  to  ensure  this  standardization  is  to  disseminate 
minutes  of  the  conference. 

The  actual  evaluation  of  proposals  phase  requires  time  and 
effort  in  direct  proportion  to  the  scope,  complexity  and  esti- 
mated cost  of  the  contract.  This  can  require  minimum  time  for 
an  evaluation  of  bid  realism  and  contractor  responsibility  in 
a competively  bid  situation  to  a longer  period,  where  it  is 
necessary  to  form  committees  to  perform  a full  technical,  price 
and  responsibility  evaluation,  including  clarifying  irregular- 
ities and  negotiating  with  proposers. 

The  evaluation  of  proposals  for  a multiple  function  service 
contract  is  complex  and  requires  a variety  of  talent.  Each 
functional  area  of  the  contract  requires  representation  from 
the  technical  organization  responsible  for  performing  the  task. 

Although  price  is  an  important  consideration,  an  early 
determination  must  be  made  as  to  whether  lowest  cost  or  other 
management  and  performance  type  criteria  will  be  the  most  sig- 
nificant factor.  As  a general  rule,  if  price  is  to  be  the  pre- 
dominate factor  in  contractor  selection,  the  firm-fixed-price 
competitively  bid  contract  is  used.  When  factors,  other  than 
cost,  are  the  determining  criteria  for  selection,  it  is  necessary 
only  that  cost  be  within  a reasonable  range  for  the  work  to 
be  performed. 


Summary . Contracting  multiple  service  functions  provides 
an  opportunity  to  acquire  management  expertise  and  flexibility 
to  perform  work  without  restrictions  which  often  hamper  a 
government  operation.  The  utilization  of  a consistent  philosophy 
throughout  the  preparation  of  the  statement  of  work,  the 
selection  of  contract  type  and  the  use  of  a sound  method  of 
proposal  evaluation  is  important  in  achieving  the  desired  result. 

Contract  types  suitable  for  multiple  function  service  con- 
tracts include  fixed-price  and  cost-reimbursable,  with  various 
incentives  used  to  achieve  desired  results.  The  actual  selec- 
tion of  contract  type  is  determined  partly  by  the  uncertainties 
in  performance  and  partly  by  the  degree  of  risk  assumed  by 
the  contractor. 

Evaluation  techniques  require  extensive  expertise  and  a 
well  coordinated  effort.  Weight  given  to  such  areas  as  tech- 
nical expertise,  management  capability  and  price  will  depend 
on  the  importance  of  each  in  regard  to  the  conversion  being 
considered. 

While  this  discussion  has  not  been  all  inclusive,  its  pur- 
pose will  have  been  served  if  it  has  stimulated  thought  on 
the  procedures  and  contracting  techniques  to  be  utilized  when 
considering  the  possible  benefits  from  multiple  function 
contracting. 
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CHAPTER  V 


POST-AWARD  CONSIDERATIONS 


Introduction . This  chapter  is  devoted  to  certain  as- 
pects of  administration  after  contract  award.  The  discussion 
will  cover  philosophy  of  administration,  chanyeover  from 
Government  to  contract  operation  and  surveillance  techniques. 
Although  there  are  numerous  details  which  are  important  in 
successful  contract  administration,  procedures  covering 
changeover  and  surveillance  are  the  least  likely  to  be 
found  in  existing  contracting  manuals.  Rather  than  merely 
providing  step  by  step  procedures  to  be  followed  in  the  post- 
award period,  this  chapter  will  discuss  the  most  important 
concepts  involved  in  preparing  to  administer  a multiple 
function  service  contract. 


Philosophy.  The  multiple  function  service  contract  is 
normally  a multimillion  dollar  enterprise.  Contract  costs 
are  primarily  labor  related,  with  the  preponderence  of 
material  and  equipment  provided  by  the  Government,  thereby 
increasing  the  actual  value  of  the  work  performed  to  an 
amount  well  in  excess  of  the  face  value  of  the  contract.  A 
successful  operation  requires  top  level  skills  and  planning 
by  the  contractor.  Additionally,  the  amount  of  effort  and 
expertise  devoted  to  the  contract  effort  by  the  Government 
will  have  a direct  bearing  on  the  level  of  contract  success. 
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A consistent  approach  to  basic  concepts  becomes  increas 
ingly  important  in  the  early  stages  of  contract  execution. 


During  the  changeover,  the  initial  contacts  made  between 


Government  and  contractor  personnel,  the  attitudes  demonstrated 


operations  throughout  the  life  of  the  contract.  Pre-award 


planning  is  essential,  since  the  changeover  period  could  be 


unusually  busy  and  it  should  not  be  necessary  to  devote  the 


limited  time  available  to  problems  that  could  have  been 


handled  earlier.  This  early  planning  will  yield  innumerable 


benefits  to  both  the  Government  and  the  contractor 


The  concept  of  administering  a multiple  function 


service  contract  involves  provision  of  positive  stimulation 


quality  and  at  an  economical  cost.  The  means  of  doing  this 


Changeover.  Whenever  procedures  and/or  people  involved 


is  required  until  the  situation  stabilizes.  At  the  commence 


ment  of  a multiple  function  service  contract,  most  aspects 


of  the  installation's  daily  method  of  operation  will  be 
effected  to  some  degree.  Those  functions  undergoing  con 


version  are  most  directly  effected,  although  other  functions 
will  feel  some  effect  of  such  a changeover. 

The  goal  of  the  changeover  plan  should  be  to  keep  all 
operations  functioning  with  a minimum  of  interference  with 


activity  mission  accomplishment.  Planning  should  start  as 
soon  as  functions  are  identified  for  conversion.  Throughout 
the  implementation  process  the  Government  plan  is  reviewed 
and  refined  as  personnel  actions  become  more  detailed, 
techniques  for  material  and  equipment  custody  are  developed, 
and  policies  and  procedures  are  established.  The  process 
is  iterative  and  thus  ensures  that  as  many  aspects  as  possi- 
ble are  considered  in  making  the  final  implementation  plan. 

Surveillance . Validation  of  work  accomplishment  is  an 
essential  part  of  contract  administration.  The  technique 
used  for  this  validation  varies  with  the  circumstances  of 
each  individual  contract. 

Service  contracts  are  generally  labor  intensive  and  do 
not  produce  an  end  product  as  easily  defined  as  that  for  a 
manufacturing  process  or  a building  construction  project. 
Output  measures  involving  quantity  are  easily  determined  in 
manufacturing  or  construction  activities,  although  quality 
may  be  somewhat  more  difficult  to  define.  Quality  control 
can  rely  on  a contractor's  program  or  it  can  be  supplemented 
by  Government  review. 

If  Government  personnel  become  more  involved  in  the 
method  of  work  accomplishment,  contract  administration  will 
become  more  inspection  oriented.  Accordingly,  the  inspection 
will  become  a close  and  detailed  review  of  the  contractor's 
effort,  tending  to  concentrate  on  how  the  work  is  accomplished. 

Surveillance  is  a means  of  validating  contractor 
performance  and,  in  the  context  used  here,  is  intended  to 
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portray  the  process  that  ensures  that  the  end  product 
equates  to  the  result  desired.  Ideally,  it  includes  work- 
ing with  the  contractor  to  develop  agreed  on  measures  of 
effectiveness  allowing  for  a determination  of  the  degree 
of  excellence  in  contractor  performance.  This  provides  a 
means  for  determining  how  successful  he  has  been  in  providing 
the  management  expertise  for  which  the  Government  originally 
contracted.  Refinement  of  the  contractor's  method  of  opera- 
tion is  an  iterative  process;  however,  it  must  initially 
be  formalized  to  the  extent  necessary  to  serve  as  an  aid  in 
Government  surveillance. 

The  organization  used  for  surveillance  can  vary, 
depending  upon  the  requirements  of  any  given  contract. 
Development  of  a standard  organization  for  this  purpose  may 
be  unnecessary  and  could  be  counter-productive.  There  are, 
however,  basic  concepts  that  should  be  utilized  in  preparing 
for  the  surveillance  of  a multiple  function  service  contract. 

The  organizational  entity  responsible  for  pre-award 
contract  functions  will  normally  be  a procurement  office 
physically  separated  from  the  contract  work  site.  Post- 
award administration  functions,  including  surveillance,  will 
be  located  at  the  installation  where  the  work  is  performed. 
Often  the  same  Government  organization  which  supervised  the 
operation  before  conversion  to  contract  will  accomplish  the 
post-award  Government  functions  involved  in  contract  admin- 


istration and  surveillance. 
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A central  office  for  contract  administration  could  be 
of  assistance  by  providing  a primary  point  of  contact  between 
the  Government  and  the  contractor.  Personnel  assigned  to 
this  office  could  be  involved  in  administration,  surveillance, 
or  both.  These  personnel  may  have  either  technical  backgrounds 
in  their  fields  of  expertise,  or  they  could  be  administrative 
contract  specialists.  Alternately,  the  contract  specialists 
alone  could  be  centrally  located,  while  the  surveillance 
personnel  are  located  where  the  work  is  being  performed. 

There  are  advantages  and  disadvantages  to  both  the  completely 
centralized  operation  and  decentralized  concepts.  The  majority 
of  those  activities  involved  in  service  contract  operations 
of  any  magnitude,  however,  are  decentralized. 

The  number  of  personnel  required  for  surveillance  is 
neither  a fixed  percentage  of  contractor  work  force  nor  is  it 
derived  from  any  other  direct  measure  formula,  as  requirements 
will  vary  with  the  degree  of  complexity  involved  in  valida- 
tion of  the  end  result.  Aircraft  maintenance,  for  example, 
will  require  more  personnel  for  surveillance  than  grounds 
maintenance,  not  only  because  of  work  complexity,  but  also 
to  minimize  inherent  risks  such  as  loss  of  life  and  property. 

Personnel  assigned  to  surveillance  duties  must  be  quali- 
fied in  both  the  technical  field  and  contract  administra- 
tion. Since  it  is  most  unlikely  that  personnel  with  dual 
qualifications  will  be  readily  available,  training  will  then 
be  necessary  in  either  the  technical  or  administrative 
aspects  of  surveillance.  The  usual  procedure  is  to  assign 


technically  qualified  personnel  to  surveillance  duties  and 
provide  the  necessary  training  in  contract  philosophy  and 
procedures.  Initial  training  will  probably  require  a minimum 
of  two  days  while  an  annual  refresher  course  could  be  of  even 
less  duration. 

A potential  trouble  area  during  contract  administration 
is  the  possibility  of  a conflict  with  personal  service  laws. 
Simply  stated,  if  the  Government  engages  in  the  supervision 
of  contractor  personnel,  either  directly  or  indirectly,  there 
is  conflict  with  the  law.  A consistent  approach  which 
emphasizes  accomplishment  of  required  results,  rather  than 
specific  contractor  procedures,  is  important  in  avoiding 
this  conflict. 

A technique  which  may  eliminate  possible  legal  problems, 
as  well  as  reduce  surveillance  difficulties,  involves  the 
attainment  of  an  early  agreement  with  the  contractor  on  the 
concepts  of  performance  and  work  verification.  A common 
understanding  of  how  surveillance  will  be  accomplished  and 
what  and  how  often  work  will  be  reviewed,  can  result  in 
economies  to  both  the  Government  and  the  contractor. 

Summary.  This  chapter  has  focused  on  a limited  number 
of  the  post-award  considerations.  The  formulation  and  con- 
sistent application  of  a philosophy  permitting  contractor 
flexibility,  the  planning  for  changeover,  and  the  formation 
and  training  of  an  effective  surveillance  organization  are 
all  factors  effecting  contract  success. 
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The  adequacy  of  previous  effort  in  planning  is  tested 
after  the  contract  award.  The  philosophy  used  throughout 


the  contract  conversion  process  is  important  since  the 
post-award  procedures  must  be  consistent  with  the  original 
contract  intent. 

The  changeover  period  from  Government  to  contract 
operation  is  critical.  Initial  procedures  and  attitudes  are 
formed  which  could  influence  performance  throughout  the 
life  of  the  contract. 

Surveillance  of  contractor  performance  is  necessary  to 
validate  contractor  compliance;  however,  the  technique  used 
and  the  innovation  permitted  must  be  consistent.  Generally, 
surveillance  should  be  directed  toward  accomplishment  of  an 
end  product,  rather  than  how  the  contractor  does  the  work. 
Further,  it  is  wise  to  review  methodology  periodically  to 
ensure  complete  understanding  of  concepts  by  both  the  Govern- 
ment and  the  contractor. 

Previous  decisions  on  the  statement  of  work  philosophy 
and  the  type  of  contract  utilized  are  key  factors  in  deter- 
mining numbers  and  skills  required  in  a surveillance  organi- 
zation. In  general,  a contract  with  a performance  oriented 
statement  of  work  requires  less  numbers  of  administrative 
personnel,  but  higher  functional  skill  capabilities  than  a 
detailed  procedures  contract.  Surveillance  of  a firm-fixed- 
price  contract  normally  uses  fewer  surveillance  personnel  with 
lower  skill  levels  than  a cost-reimbursable  contract. 
Administration  of  an  incentive  contract  will  require  a 
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surveillance  capability  somewhere  between  these  ex- 
amples. 

Technically  qualified  personnel  are  essential  to 
any  good  surveillance  program,  and  before  being  assigned, 
training  should  be  provided  to  all  personnel  in  contract 
procedures  that  will  be  used  in  administering  the  contract 


CHAPTER  VI 


CONCLUSIONS 


This  study  was  undertaken  to  provide  its  readers  with 


a better  understanding  of  the  implications  of  executing  the 


national  policy  to  accomplish  base  operations  support  by 


contract  as  expressed  in  0MB  Circular  A-76.  It  is  intended 


to  guide  individuals  toward  improved  implementation  methods, 


and  to  assist  them  in  avoiding  program  pitfalls.  The  follow- 


ing conclusions  should  be  of  value  to  those  involved  in  the 


program. 


• Executive  Branch  actions  indicate  that  the  trend  to- 


ward conversion  to  contract  will  continue,  particularly 


within  DOD.  Reductions  in  operating  funds  and  concerns 


over  the  size  of  the  Federal  labor  force  will  increase 


this  emphasis 


• The  exclusions  and  exceptions  to  the  policy  of  contract- 


ing will  remain,  however  more  strict  interpretations  on 


their  use  will  be  in  evidence.  The  modified  cost  com- 


parison procedures  and  the  firm  bid/offer  requirement 


will  further  reduce  flexibility. 


# The  dichotomy  which  exists  because  of  Executive  Branch 


pressure  for  increased  contracting  in  opposition  to  ex- 


pressed Congressional  desires  to  slow  down  will  continue. 


While  there  will  be  some  pressures  for  additional  studies. 


the  trend  to  increase  the  reliance  on  the  private  sector 


for  goods  and  services  will  continue. 
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• In  view  of  the  existence  of  such  important  variables  as 
operational  readiness,  labor  markets,  military  skill 
requirements,  geography  and  economics  on  the  impact  of 
decisions  to  convert  to  contract,  the  use  of  a compre- 
hensive roadmap  for  conversion  is  precluded.  Potential 
cost  savings  appear  to  be  the  only  consistent  reason  for 
conversion  to  contract  operations.  Other  stimuli  vary 
not  only  from  service  to  service,  but  within  individual 
services . 

• Neither  of  the  two  basic  approaches  to  multiple  function 
contracting,  either  centrally  directed  and  managed  or 
field  activity  generated  and  managed,  is  suitable  for 
universal  use.  A hybrid  approach  is  preferable,  wherein 
a headquarters  or  major  claimant  issues  basis  policies 
and  monitors  progress  while  the  field  command  initiates 
feasibility  studies  and  implements  the  conversion. 

• The  new  DOD  requirement  to  employ  only  the  firm  bid/offer 
technique  for  making  cost  comparisons  results  in  sub- 
optimization  which  can  be  counterproductive.  This  approach 
tends  to  encourage  conversions  of  individual  functions  to 
contract,  rather  than  giving  full  consideration  to 
multiple  function  contracting.  A modification  of  DOD 
guidance  which  would  encourage  the  use  of  engineering  cost 
estimates  at  the  activity  level,  allowing  for  a more  com- 
prehensive analysis  to  be  conducted  would  indicate  where 

it  was  more  feasible  to  group  functions  generically  for 


contract . 


such  elements  as  retirement  fund  reserves  and  military 
pay  can  make  contracting  the  more  cost  effective  option. 


Since  these  costs  are  neither  budgeted  locally  nor,  in 


most  cases,  at  the  departmental  level,  a cost  estimate 
could  result  in  a decision  to  contract  for  which  funds 


are  not  available.  This  problem  is  exacerbated  if 
military  billets,  rather  than  being  eliminated,  are 
merely  transferred  to  another  fxinction  or  location.  A 
policy  decision  is  required  to  correct  these  potential 
deficiencies  and,  in  addition,  to  provide  for  approp- 
riate reprogramming  actions  in  a timely  manner. 

f The  multiple  function  contract  provides  an  opportunity 
to  acquire  management  expertise  in  addition  to  effecting 
cost  savings.  Unless  there  are  overriding  considera- 
tions, the  umbrella  technique  can  take  advantage  of  new 
innovations  and  increased  flexibility  available  through 
the  acquisition  of  increased  management  expertise. 

• A consistent  philosophy,  from  the  inception  of  the  idea 
of  conversion  to  contract  until  the  end  of  the  contract 
life,  is  mandatory.  The  statement  of  work  and  method  of 
contract  surveillance  should,  in  particular,  reflect 


this  consistency. 
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f The  type  of  statement  of  work  utilized  will  depend  on 
the  services  to  be  provided.  Performance  type  speci- 
fications will  provide  greater  flexibility  and  should 


dictate  a more  detailed  specification 


• The  incentive  type  contract  is  most  appropriate  to  the 


performance  oriented  multiple  function  contract.  In 


centives  should  be  designed  to  encourage  the  contractor 


to  emphasize  those  aspects  determined  to  be  most  impor 


tant.  Cos t- reimbursable  contracts  should  be  used  when 


ever  risk  of  uncertainty  is  too  great  to  allow  the  use 


t The  evaluation  of  contractor  proposals  must  focus  on 


those  aspects  which  have  been  determined  to  be  most 


important  in  the  situation  being  considered.  Factors 
such  as  organization,  management  plan,  personnel  policies 


should  be  weighed  more  heavily 


than  price. 

• The  concept  of  surveillance,  rather  than  inspection,  is 
essential  when  a performance  type  statement  of  work  is 
utilized.  The  acquisition  of  management  expertise  by 
contract  requires  that  contractor  talent  levels  be  matched 
by  Government  administrators . Early  agreement  on  method- 
ology and  surveillance  techniques  is  an  important  factor 
in  maintaining  professional  relations  between  the  Govern- 


ment and  the  contractor 


The  research  upon  which  this  study  is  based  was  not  all 
inclusive  and  reviewed  only  the  contract  conversion  implica- 
tions surfaced  by  a survey  of  readily  available  documentation 
and  field  visits  to  a number  of  service  headquarters  and  field 
activities.  As  research  progressed  it  became  evident  that  a 
more  detailed  review  of  many  aspects  of  conversion  to  contract 
would  be  productive.  It  is  envisioned  that  some  readers  will 
wish  to  continue  study  on  this  important  national  issue.  Areas 
which  are  considered  worthy  of  additional  researh  and  analysis 
include : 

- A review  of  the  concepts  employed  by  other  Federal  agencies, 
state  and  local  governments  and  private  industry  for  the 
provision  of  support  services. 

- Additional  research  into  other  incentive  or  award  fee 
techniques  which  could  be  employed. 

- A study  of  the  use  of  Government-furnished-equipment 
vis-a-vis  con tractor- furnished-equipment. 

- An  analysis  of  the  effects  of  various  contractor  and 
Government  cost  sharing  formulae  for  use  with  incentive 


contracts . 
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March  3>  19^6 


CIRCULAR  NO.  A-?6 


TO  THE  HEADS  OF  EXECUTIVE  DEP.\R1TIENTS  AND  ESTABLIS^E-IENTS 


SUBJECT:  Policies  for  acquiring  conimercial  or  industrial  products 

and  services  for  Government  use 


1.  Purpq.q.c.  Ihls  Circular  replaces  the  statement  of  policy  which  v;as 

Budget  Bulletin  No.  60-2  dated  September  21, 
1959.  It  restates  the  guidelines  and  procedures  to  be  applied  by'exec- 
utive  agencies  in  detcminlng  whether  commercial  and  industrial  products 
and  services  used  by  the  Government  are  to  be  provided  by  private 
suppliers  or  by  the  Governir.ant  Itself.  It  is  issued  pursuant  to  the 
President’s  memorandam  of  March  3,  1966,  to  the  heads  of  departments 
and  agencies. 


2*  Policy-  The  guidelines  in  this  Circular  are  in  furtherance  of  the 
Government  s general  policy  of  relying  on  the  private  enterprise  svate*. 
to  supply  its  needs.  — ^ 


In  some  instances,  however,  it  is  in  the  national  interest  for  the 
Government  to  provide  directly  the  products  and  services  it  uses.  These 
circumstances  are  set  forth  in  paragraph  5 of  this  Circular. 


Kg  executive  agency  V7ill  initiate  a "new  start"  or  continue  the 
operation  of  an  existing  "GovemTcnt  commercial  or  industrial  activity" 
exce£t_as  specifically  required  by  law  or  as  provided  in  this  Circular. 


Definitions.  For  purposes  of  this  Circular: 


A nev7  ptnrt"  is  a newly  established  Government  commercial  or 

industrial  activity  or  a reactivat^grij.  expansion,  modernization  or 
replacement  of  such  an  activity  involving  B~ddi1tionar~capit^  im^sTment 
of  $25,000  or  more  or  additional  annual  costs  of  production  of  $50,000 
or  more.  Consolidation  of  two  or  more  activities  "wlthouF" increasing" 
the  overall  total  amount  of  products  or  services  provided  is  not  a "neb- 
start." 


-A  Government  commercial  or  industrial  activity  Is  one  which  is 
operated  and  managed  by  an  ejTecutlve  agency  and  v;hlch  provides  for  the 
Ggyernment's  ovm  use  a product  or  service  that  is  obtainable  from  a 
private  source. 


c.  A jrivatc  commercial  source  is  a private  business  concern  which 
irovides  a commercial  or  industrial  product  or  service  required  by 
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aRcncies  and  vhich  is  located  in  the  United  States,  its  territories  and 
possessions,  the  District  of  Columbia,  or  the  Commonwealth  of  Puerto 
Rico. 


Scope.  This  Circular  is  applicable  to  commercial  and  industrial 
ucts  and  sgrv^cps  used  by  executive  agencies,  except  that  it 


a .  Will  not  be  used  as  authority  to  enter  into  con t r acts  if  such 
authority  does  not  otherwise  exist  nor  will  it  be  used  to  justify  departure 
from  any  law  or  regulation.  Including  regulations  of  the  Civil  Service 
Commission  or  other  appropriate  authority,  nor  will  it  be  used  for  the 
purpose  of  avoiding  established  salary  or  personnel  limitations. 


b .  Does  not  alter  the  existing  requirement  that  executive  agencies 
will  perform  for  themselves  those  basic  functions  of  management  which 
they  must  perform  in  order  to  retain  essential  control  over  the  conduct 
of  their  programs.  These  functions  include  selection  and  direction  of 
Government  employees,  assignment  of  organizational  responsibilities, 
planning  of  programs,  establishment  of  performance  goals  and  priorities 
and  evaluation  of  performance. 


c.  Does  not  apply  to  professional  staff  and  managerial  advisory 
services  such  as  those  nomnlly  provided  by  an  office  of  general  counsel, 
a mcuiagement  and  organization  staff,  or  a systems  analysis  unit.  Advisory 
assistance  in  areas  such  as  these  may  be  provided  either  by  Government  staff 
organizations  or  from  private  sources  as  deemed  appropriate  by  executive 
agencies. 


d.  Doe^  not  apply  to  products  or  services  which  are  provided  to  the 
public.  (But  an  executive  agency  which  provides  a product  or  service  to 
the  public  should  apply  the  provisions  of  this  Circular  with  respect  to 
any  commercial  or  industrial  products  or  services  which  it  uses.) 


e.  Does  not  apply  to  products  or  services  obtained  from  othi 
agencies  which  are  authorized  or  required  by  law  to  furnish  them 


f.  Should  not  be  applied  when  its  application  would  be  inconsistent 
with  the  terms  of  any  treaty  or  international  agreement. 


5 . Circumstances  under  which  the  Goveriimcnt  may  provide  a commercial  or 
industrial  product  or  service  for  ibs  own  use.  A Government  coiomerciaT’ 
or  indu^rlal  a'ctivity  may  b^authorized  only  under  one  or  more  of  the 
following  conditions; 


Procurement  of  a product  or  service  from  a commercial  source 
would  disrupt  or  ma^rially  delay  an  agency’s  progr.^.'^  The  'fa'cT  t^'at  a 
commercial  or  lndustria3r*,^tivlty  is  classif ied~or  iT  related  to  an 
agency's  basic  program  is  not  an  adequate  reason  for  starting  or  continuing 
a Government  activity,  but  a Government  agency  may  provide  a product  or 
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service  for  Its  own  use  if  a review  conducted  and  documented  as  provided 
in  paragraph  7 establishes  that  reliance  upon  a commercial  source  will 
disrupt  or  materially  delay  the  successful  accomplishment  of  its  program. 

b.  It  is  necessary  for  the  Government  to  conduct  a commercial  or 
industrial  activity  for  purposes  of  combat  support  or  for  individual  and 
unit  retraining  of  military  personnel  or  to  maintain  or  strengthen 
mobilization  readines'sT 

c.  A satisfactory  commercial  source  is  notavailable  and  cannot  be 
devel oped  in  time  to  provide~a  product  or  service  when ~lt  is  needed . 
Agencies^~efforxT'to  fiM  ^tisfactofy  commercial  sources  should  be 
supplemented  as  appropriate  by  obtaining  assistance  from  the  General 
Services  and  Small  Business  Administrations  or  the  Business  and  Defense 
Services  Administration.  Urgency  of  a requirement  is  not  an  adequate 
reason  for  starting  or  continuing  a Government  commercial  or  industrial 
activity  unless  there  is  evidence  that  commercial  sources  are  not  able 
and  the  Government  is  able  to  provide  a product  or  service  when  needed. 

d.  The  product  or  service  is  available  from  another  Federal  agency. 
Excess  property  available" from  other  Fed'e'ra'r  "agencies'  s'fio'uld  be  used  in 
preference  to  new  procurement  as  provided  by  the  Federal  Property  and 
Administrative  Services  Act  of  1949,  and  related  regulations. 

Property  which  has  not  been  reported  excess  also  may  be  provideo 
by  other  Federal  agencies  and  unused  plant  and  production  capacity  of 
other  agencies  may  be  utilized.  In  such  Instances,  the  agency  supplying 
a product  or  service  to  another  agency  is  responsible  for  compliance 
with  this  Circular.  The  fact  that  a product  or  service  is  being  provided 
to  another  agency  does  not  by  Itself  justify  a Government  commercial  or 
Industrial  activity. 

e . Procurement  of  the  product  or  service  from  a commercial  source  will 
result  in  higher  cost  to  the  Government.  A Government”*co;nm^fci^l  activity 
may  be  auThorized  'if  a 'comparafive 'cb^  analysis  prepared  as  provided  in 
this  Circular  indicates  that  the  Government  can  provide  or  is  providing  a 
product  or  service  at  a cost  lower  than  if  the  product  or  service  were 
obtained  from  commercial  sources. 

However,  disadvantages  of  starting  or  continuing  Government 
activities  must  be  carefully  weighed.  Government  ownership  and  operation 
of  facilities  usually  involve  removal  or  withholding  of  property  from 
tax  rolls,  reduction  of  revenues  from  income  and  other  taxes,  and  diversion 
of  management  attention  from  the  Government's  primary  program  objectives. 
Losses  also  may  occur  due  to  such  factors  as  obsolescence  of  plant  and 
equipment  and  unanticipated  reductions  in  the  Government's  requirements 
for  a product  or  service.  Government  commercial  activities  should  not 
be  started  or  continued  for  reasons  Involving  comparative  costs  unless 
savings  are  sufficient  to  justify  the  assumption  of  these  and  similar 
risks  and  uncertainties. 


' A .1 
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6.  Cost  comparisons.  A decision  to  rely  upon  a Government  activity  for 
reasons  involving  relative  costs  must  be  supported  by  a comparative  cost 


analysis  which  will  disclose  as  accurately  as  possible  the  difference 
between  the  costs  which  the  Government  is  Incurring  or  will  incur  under 
each  alternative. 


Commercial  sources  should  be  relied  upon  without  incurring  the  delay 
and  expense  of  conduct ing  cost  comparison  studies  for  products  or  services 
e^imated  to  cost  the  Government  less  than  $50,000  per  year.  However,  if 
there  is  reason  to  believe  that  inadequate  competition  or  other  factors 
are  causing  commercial  prices  to  be  unreasonable,  a cost  comparison  study 
will  be  directed  by  the  agency  head  or  by  his  designee  even  if  it  is 
estimated  that  the  Government  will  spend  less  than  $50,000  per  year  for 
the  product  or  service.  A Government  activity  should  not  be  authorized 
on  the  basis  of  such  a comparison  study,  however,  unless  reasonable  efforts 
to  obtain  satisfactory’  prices  from  existing  commercial  sources  or  to 
develop  other  commercial  sources  are  unsuccessful. 


Cost  comparison  studies  also  should  be  made  before  deciding  to  rely 
upon  a commercial  source  when  terms  of  contracts  will  cause  the  Govern- 
ment t»e  finance^^ directly  or  indirectly  more  than  $50,000  for  costs  of 
facilities  and  equipment  to  be  constructed  to  Government  specifications. 


a . Costs  of  obtaining  products  or  services  from  commercial  sources 
should  Include  amounts  paid  directly  to  suppliers,  trai'vsportation  charges , 
and  expenses  of  preparing  bid  invitations,  evaluating  bids,  end  negotiating, 
awarding,  and  managing  contracts.  Costs  of  materials  furnished  by  the 
Government  to  contractors,  appropriate  charges  for  Government  owned  equip- 
ment and  facilities  used  by  contractors  and  costs  due  to  incentive  or 
premium  provisions  in  contracts  also  should  be  included.  If  discontinuance 
of  a Government  commercial  or  industrial  activity  will  cause  a facility 
bc.'ng  retained  by  the  Government  for  mobilization  or  other  reasons  to  be 
pit  ’d  in  a standby  status,  the  costs  of  preparing  and  maintaining  the 
facility  as  standby  also  should  be  Included.  Costs  of  obtaining  products 
or  services  from  commercial  sources  should  be  documented  and  organized 
for  comparison  with  costs  of  obtaining  the  product  or  service  from  a 
Government  activity. 


Costs  of  obtaining  products  or  services  from  Government  activities 


were  provided  by  the  Government  and  which  would  not  be  incurred  if  the 
product  or  service  were  obtained  from  a commercial  source.  Under  this 
general  principle,  the  following  costs  should  be  Included,  considering 
the  circumstances  of  each  case: 


(1)  Personal  services  and  benefits.  Include  costs  of  all 
elements  of  compensation  and  allowances  tor~both  military  and  civilian 
personnel,  including  costs  of  retirement  for  uniformed  personnel,  contribu- 
tions to  civilian  retirement  funds,  (or  for  Social  Security  taxes  where 
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applicable),  employees*  insurance,  health,  and  medical  plans,  (including 
services  available  from  Government  military  or  civilian  medical  facilities), 
living  allowances,  uniforms,  leave,  teniiination  and  separation  allowances, 
travel  and  moving  expenses,  and  claims  paid  through  the  Bureau  of  Employees* 
Compensation. 

(2)  Materials,  supplies,  and  utilities  services.  Include  costs 
of  supplies  and  materials  used  in  providing  a product  or  service  and 
£Os.t s of  transportation,  storage,  handling,  custody,  and  protection  of 
property,  and  costs  of  electric  power,  gas,  water,  and  coniraunications 
services. 

(3)  Maintenance  and  repair.  Include  costs  of  maintaining  and 
repairing  strucjjjrgs_and  equipment  which  are  used  in  providing  a product 
or  service. 

(4)  Damage  or  loss  of  property.  Include  costs  of  uninsured 
losses  due  to"fire  or  other  naza'rd.  costs  of  Insurance  premiums  and  costs 
of  settling  loss  and  damage  claims. 

(5)  Federal  taxes.  Include  income  and  other  Federal  tax  revenues 
(except  Social  Security  taxes)  received  from  corporations  or  other  busi- 
ness entitles  (but  not  from  individual  stockholders)  if  a product  or 
service  is  obtained  through  commercial  channels.  Estimates  of  corporate 
incomes  for  these  purposes  should  be  based  upon  the  earnings  experience 

of  the  industry,  if  available,  but  if  such  data  are  not  available.  The 
Quarterly  Financial  Report  of  Manufacturing  Corporations . published  by 
the  Federal  Trade  Commission  and  the  Securities  and  Exchange  Commission 
may  be  consulted.  Assistance  of  the  appropriate  Government  regulatory 
agencies  may  be  obtained  in  estimating  taxes  for  regulated  industries. 

(6)  Depreciation.  Compute  depreciation  as  a cost  for  any  new  or 
additional  facilities  or  equipment  which  will  be  required  If  a Government 
activity  is  started  or  continued.  Depreciation  will  not  be  allocated 
for  facilities  and  equipment  acquired  by  the  Government  before  the  cost 
comparison  study  is  started.  However,  if  reliance  upon  a commercial 
source  will  cause  Government  owned  equipment  or  facilities  to  become 
available  for  other  Federal  use  or  for  disposal  as  surplus,  the  cost 
comparison  analysis  should  Include  as  a cost  of  the  Government  activity, 
an  appropriate  amount  based  upon  the  estimated  current  market  value  of 
such  equipment  or  facilities.  The  Internal  Revenue  Service  publication. 
Depreciation;  Guidelines  and  Rules  may  be  used  In  computing  depredation. 
However,  rates  contained  in  this  publication  arc  maxlmums  to  be  used 
only  for  reference  purposes  and  only  when  more  specific  depreciation  data 
arc  not  available.  Accelerated  depreciation  rates  permitted  in  some 
l*i6tances  by  the  Internal  Revenue  Service  will  not  be  used. 


(7)  Interest . Compute  interest  for  any  new  or  additional  capital 
• ■ - invest upon  the  current  rate  for  long-term  Treasury 


obligations  for  capital  Itens  having  a useful  life  of  15  years  or  more 
and  upon  the  average  rate  of  return  on  Treasury  obligations  for  items 
having  a useful  life  of  less  than  15  years.  Yield  rates  reported  in  the 
current  issue  of  the  Treasury  Bulletin  will  be  used  in  these  computations 
regardless  of  any  rates  of  Interest  which  may  be  used  by  the  agency  for 
other  purposes. 

(8)  Indirect  costs.  Include  any  additional  indirect  costs 
Incurred  by  the  agency  resulting  from  a Government  activity  for  such 
activities  as  management  and  supervision,  budgeting,  accounting,  personnel 
legal  and  other  applicable  services. 


7.  Administering  the  policy. 

a.  Inventory.  Each  agency  will  compile  and  maintain  an  inventory  of 
its  commercial  or  indust^al  activities  having  an  annual  output  of 
products  or  services  costing  $50,000  or  more  or  a capital  investment  of 
$25T6oO  or  more.  In  addition  to  such  general  descriptive  Information  as 
may  be  appropriate,  the  Inventory  should  include  for  each  activity  the 
amount  of  the  Government's  capital  investment,  the  amount  paid  annually 
for  the  products  or  services  Involved,  and  the  basis  upon  v;hich  the 
activity  is  being  continued  under  the  provisions  of  this  Circular.  The 
general  descriptive  information  needed  for  identifying  each  activity 
should  be  included  in  the  inventory  by  June  30,  1966.  Other  information 
needed  to  complete  the  inventory  should  be  added  as  reviews  required  in 
paragraphs  7b  and  c are  completed. 


b.  "New  st.arts.  “ 

(1)  "new  start"  should  not  be  initiated  until  possibilities  of 
obtaining  the  product  or  service  from  commercial  sources  have  been  explored 
ansJ_p ot  until  it  is  approved  by  the  agency  head  or  by  an  assistant  secretary 
or  official  of  equivalent  rank  on  the  basis  of  factual  ,iustlfication  for 
establishing  the  activity  under  the  provisions  of  this  CTrcular^ 

(2)  If  statutory  authority  and  funds  for  construction  are  required 
before  a "new  start"  can  be  initiated,  the  actions  to  be  taken  under  this 
Circular  should  be  completed  before  the  agency's  budget  request  is  submitted 
to  the  Bureau  of  the  Budget.  Instructions  concerning  data  to  be  submitted 
in  support  of  such  budget  requests  will  be  included  in  annual  revisions  of 
Bureau  of  the  Budget  Circular  No.  A-11. 


(3)  A "new  start"  should  not  be  proposed  for  reasons  involving 
comparative  costs  unless  savings  are  sufficient  to  outweigh  uncertainties 
and  risks  of  unanticipated  losses  involved  in  Government  activities. 

The  amount  of  savings  required  as  justification  for  a "new 
start"  will  vary  depending  on  Individual  circumstances.  Substantial 
savings  should  be  required  as  Justification  if  a large  new  or  additional 
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capital  Investment  is  Involved  or  if  there  are  possibilities  of  early 
obsolescence  or  uncertainties  regarding  maintenance  and  production  costs 
prices  and  future  Government  requirements.  Justification  may  be  based 
on  smaller  anticipated  savings  if  little  or  no  capital  Investment  is 
Involved,  If  chances  for  obsolescence  are  minimal,  and  if  reliable 
information  is  available  concerning  production  costs,  commercial  prices 
and  Government  requirements.  While  no  precise  standard  is  prescribed 
in  view  of  these  varying  circumstances  a "new  start"  ordinarily  should 
not  be  approved  unless  costs  of  a Government  activity  will  be  at  least 
10  percent  less  than  costs  of  obtaining  the  product  or  service  from 
commercial  sources. 


A decision  to  reject  a proposed  "new  start"  for  comparative 
cost  reasons  should  be  reconsidered  if  actual  bids  or  proposals  indicate 
that  commercial  prices  will  be  higher  than  were  estimated  in  the  cost 
comparison  study. 

(4)  When  a "new  start"  begins  to  operate  it  should  be  Included 
in  an  agency's  Inventory  of  commercial  and  industrial  activities. 


Existing  Government  activities 


(1)  A systematic  reviev?  of  existing  conmercial  or  industrial 
activities  (including  previously  approved  "new  starts"  which  have  been 
in  operation  for  at  least  18  months)  should  be  maintained  in  each  agency 
under  tl^e  direction  of  the  agency  head  or  the  person  designated  by  him 
as  provided  in  paragraph  8.  The  agency  head  or  his  designee  may  exempt  j 
designated  activities  if  he  decides  that  such  reviews  are  not  warranted j 
in  specific  Instances.  Activities  not  so  exempted  should  be  reviewed  at 
least  once  before  June  30.  1968.  More  frequent  reviews  of  selected 
activities  should  be  scheduled  as  deemed  advisable.  Activities  remaining 
in  the  Inventory  after  June  30,  1968,  should  be  scheduled  for  at  least 
one  jdjltional  follow-up  review  during  each  three-year  period  but  fr 
requirement  may  be  waived  by  the  agency  head  or  his  designee  IT  in. 
concludes  that  such  further  review  is  not  warranted. 


(2)  Reviews  should  be  organized  in  such  a manner  as  to  ascertain 
whether  continued^ operation  of  Government  commercial  activities  is  in 
accordance  with  the  provisions  of  this  Circular.  Reviews  should  include 
information  concerning  availability  from  commercial  sources  of  products 
or  services  Involved  and  feasibility  of  using  commercial  sources  in  lieu 
of  existing  Government  activities. 

(3)  An  activity  should  be  continued  for  reasons  of  comparative 
costs  only  if  a comparative  cost  analysis  indicates  that  savings  resulting 
from  continuation  of  the  activity  are  at  least  sufficient  to  outweigh 

the  disadvantages  of  Government  commercial  and  industrial  activities.  No 
specific  standard  or  guideline  is  prescribed  for  deciding  whether  savings 
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are  sufficient  to  justify  continuation  of  an  existing  Government  commercial 
activity  and  each  activity  should  be  evaluated  on  the  basis  of  the  applicable 
circumstances. 

(4) A report  of  each  review  should  be  prepared.  A decision  to 

contlnu^an  activity  should  be  approved~by' an'  assistant  secretary  or 
official  of  equivalent  rank  and  the  basis  for  the  decision  should  appear 
In  the  Inventory  record  for  the  activity.  Activities  not  so  approved 
should  be  discontinued.  Reasonable  adjustments  in  the  timing  of  such 
actions  may  be  made,  however,  in  order  to  alleviate  economic  dislocations 
and  personal  hardships  to  affected  career  personnel. 

8.  Implementation.  Each  agency  is  responsible  for  making  the  provisions 
of  this  Circular  effective  by  issuing  appropriate  implementing  instructions 
and  by  providing  adequate  management  support  and  procedures  for  review 

and  follow-up  to  assure  that  the  instructions  are  placed  in  effect. 

If  overall  responsibility  for  these  actions  is  delegated  by  the  agency 
head,  it  should  be  assigned  to  a senior  official  reporting  directly  to 
the  agency  head. 

If  legislation  is  needed  in  order  to  carry  out  the  purposes  of  this 
Circular,  agencies  should  prepare  necessary  legislative  proposals  for 
review  in  accordance  with  Bureau  of  the  Budget  Circular  No.  A-19. 

9.  Effective  date.  This  Circular  is  effective  on  March  31,  1966. 


CHARLES  L.  SCHULTZE 
Director 
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EXECUT  IVE  OFFICL  OF  I ML  HRESlt-iL 
HUKfAU  THL'  iiUOGt  T 


WASHINGTON  DC  ?ObOJ 


Aiif;u3t  30,  196  7 


CU<C’JLAR  r*").  A-7'. 
Revlsfd 


Traiisinl ttfl  1 II*i:nor*ir.du.'n  No.  1 


TO  TMI.  HEADS  OF  EXECUTIVE  DEPARTMENTS  AND  ESTABLISHMENTS 

SUBJECT;  I'oliclea  for'  acquiring  coriOTsrcial  or  InduiCrlfli  pro  duel  s oi  ! 
services  for  Governmeri;  use 


Transmicted  herewith  is  a revision  of  Bureau  of  the  Budget  Circular  A-76 
dated  March  3,  1966.  It  is  Issued  to  clarify  some  provisions  oi  the 
ear-ller  Circular  and  to  lessen  the  burden  of  work  by  the  agencies  In 
Inipleinenting  its  provisions,  A brief  ouiranaiy  of  the  changes  is  utLaciK.d, 

There  is  nc  change  In  the  Government's  general  policy  of  relying  upon 
the  private  enterprise  system  to  supply  Its  needs,  except  where  it  is  to 
the  national  interest  for  the  Government  to  provide  directly  tlie  products 
and  services  it  uses. 

We  intend  to  keep  the  provisions  of  the  Circular  under  continuir.;>  review. 
Wc  anticipate  that  further  changes  will  be  desirable  in  light  ol  expe'l''nc' 
gained  from  implementing  the  Circuiar's  provisions,  including  the  requlinil 
reviews  of  existing  Government  commercial  or  Industrial  activities  to  he 
completed  by  June  30,  1968.  We  Intend  to  give  special  attention  to  the 
adequacy  of  the  guidelines  contained  In  the  Circular  tor  such  matiei-  a- 
coirparatlve  cost  analyses;  the  circumstances  under  which  cost  dtfferentJa! 
in  tavor  of  private  enterprise  are  appropriate;  and  the  use  of  contrvu  • 
Involving  support  services  that  require  minimal  capital  investment. 

We  welcome  your  suggestions. 


At  tuchments 


rUlLLIP  S.  HUGHES 
Acting.  Director 
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f xKcuTi\/t;  office;  of  ehe  presiufni 
nuKLAu  or  fr::.  dudgct 

WASHINGTON  O c.  20bOS 


AuKuiit  30,  1967 


ClkCULAR  rJO.  A-?6 
R‘i  vised 


TO  THE  HEADS  OF  EXECUTIVE  DEPAKTKENTS  AND  ESTABLISHMENTS 

SUBJECT:  Policies  for  acquiring  coouTierciftl  or  Industrie i product*  and 

services  for  CovernincnC  use 
« 

1.  Purpose , This  Circular  replaces  Bureau  of  the  Dudpec  Circular  A-76 
Issued  March  3,  1966,  It  is  issued  to  clarify  gome  provisions  of  the 
earlier  Circular  and  to  lessen  the  burden  of  work  by  the  agencies  in 
implcr.ic* nt ing  its  provisions.  The  basic  policies  to  be  applied  by 
executive  agencies  in  deterrclnlng  whether  comn.ercial  and  industrial 
products  and  services  used  by  the  Government  are  to  be  provided  by 
private  suppliers  or  by  the  Government  itnclf  are  the  same  as  those  con- 
tained in  Circular  A-76  dated  March  3,  1966, 

2.  I'ol icy.  The  guidelines  in  this  Circular  are  In  furtherance  of  the 
(.over nment  * a general  j>olicy  of  relying  on  the  private  enterprise  syateir. 
to  supply  its  needs. 

In  some  instances,  however,  it  is  in  the  national  intoreat  for  the  Govern- 
ment to  provide  directly  the  products  and  aervices  it  uses.  These  cir- 
cumatances  are  set  forth  in  paragraph  5 of  this  Circular, 

No  executive  agency  will  Initiate  a "nev;  start"  or  continue  the  opt:rat  ion 
ol  an  existing  "Governnvent  commercial  or  industrial  activity"  except  as 
specifically  required  by  law  or  as  provided  In  this  Circular, 

3.  Du f Inlt Ions.  For  purposes  of  this  Circular: 

a.  A "new  start"  is  a newly  established  GoverreiKiiit  co.irncrclnl  or 
Industrial  activity  Involving  additional  capital  Investment  of  023,000  or 
more  or  additional  annual  costs  of  production  of  $30,000  or  more.  A re- 
activation, expansion,  modernization  or  replacement  of  an  activity  involving 
add  1 1 1 ona 1 capital  Investment  of  $50,000  or  more  or  nddltlonol  annual 

costs  of  production  of  $100,000  or  more  are,  for  purposes  of  this  Circular, 
also  regarded  as  "new  starts."  Consolidation  of  two  or  raor<.  acclvlti<'.s 
wltliout  incrcaslr.g  the  overall  total  amount  of  products  or  services  pr^.- 
vlded  Is  not  a "new  start." 

b.  A Government  conimcrclnl  or  industrial  nctlvlts'  is  one  whlcli  is 
of>erat«'d  and  managed  by  an  executive  agency  and  which  provides  for  the 
Govcrimunt » s own  use  a product  or  service  that  is  obtainable  from  a 
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Procurement  of  a product  or  service front  a commci'clnl  source  v~oi.ilc 

dlsrujjt  or  matcriaily  Jcl-ay  an  af<enc.yP?  program.  Tho  fnc.t  tSac  a conrter- 
cl.il  or  industrial  activity  is  classified  or  is  related  to  an  agency's  basi 
program  Is  not  an  adequate  reason  for  starting  or  continuing  a Govcr.rir.ont 
activity,  but  a Government  agency  may  provide  a product  or  service  for  its 
own  use  If  a review  conducted  and  documented  as  provided  in  paragraph  7 
establishes  that  reliance  upon  a commercial  source  will  disrupt  or 
materially  delay  the  successful  acconti>lishment  of  its  program. 


c .  A satisfactory  commercial  source  is  not  available  and  cannot  be 
de ve loped  in  time  to  provide  a product  or  service  when  it  is  needed . 
Agencies*  efforts  to  find  satisfactory  conmercial  sources  should  be  supple- 
mented as  appropriate  by  obtaining  assistance  from  the  General  Services 
and  Small  Business  Administrations  or  the  Business  and  Defense  Services 
Administration,  Urgency  of  a requirement  is  not  an  adequate  reason  for 
starting  or  continuing  a Government  coixBEercial  or  industrial  activity  un- 
less there  is  evidence  that  commercial  sources  are  not  able  and  the  ijovcrn- 
ment  Is  able  to  provide  a product  or  service  when  needed. 


d .  Tlie  product  or  service  is  available  from  anotlicr  Federal  spentA' • 
Kxcess  property  available  from  other  Federal  agencies  should  be  used  in 
preference  to  new  procurement  as  provided  by  the  Federal  Property  and 
Administrative  Services  Act  of  1949,  and  related  regulations. 


Property  which  has  not  been  reported  excess  also  may  bo  provided 
by  other  Federal  agencies  and  unused  plant  and  production  capacity  of  oth<’. . 
agencies  may  be  utilized.  In  such  instances,  the  agency  supplying  a 
product  or  service  to  another  agency  is  I'esponslble  for  compliance  with 
this  Circular.  The  fact  that  a product  or  service  is  being  provided  to 
another  agency  does  not  by  itself  Justify  a Government  commercial  or  indus- 
trial activity. 


e.  I’rucurcin*' i:t  of  the  product,  or  service  from  a cenuaerc: la  1 f.ourj^o 
will  result  In  higher  cost  to  the  Go^^crflment . A Government  comine rc le.  1 
activity  may  be  authorized  if  a compcrstlve  cost  analysis  prepireci  as 
provided  in  this  Circular  indicates  that  the  Government  can  provide  or  is 
proviiling  a product  or  service  at  a cost  lower  than  if  the  proauct  or 
service  were  obtained  from  commercial  sources. 


however,  disadvantages  of  starting  or  continuing  Goveri-ment 
activities  must  be  carefully  weighed.  Government  ovmership  and  oj.oratton 
of  facilities  usually  involve  removal  or  withholding  of  property  frem 


readiness. 
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Co-..-  comparison  studies  also  should  be  made  b-.-ro-o  tiocldinp  no  roly 
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.1.  Costs  of  obtaining  prooucts  or  sorvlcc  . liof.-  cnun^rcjal  so-ir-^- 
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lircmiuni  provisions  in  concvacts  also  ahould  L'i  ir'clucicl.  if  lilsconc  Inuanct 
III  .1  Ciovi' mint- lit  coiiancrc  i<il  or  Industrial  activity  will  cousc  u tr.cllity 
1)4- 1 up,  ri-tulned  by  the  Cevernment  for  mobi  1 Izat ion  O’^  otlicr  r«*OGoris  to  be 
(>1. 1(0(1  III  a standby  status,  the  costs  of  preparing  and  raolntalning  the 
i.icllity  as  standby  also  should  be  Included.  Similarly,  if  such  a discori- 
tinuaiice  is  expected  to  result  in  premature  retirement  of  Goverrment 
employees  which  will  cause  a significant  increase  in  retirement  costs  to 
llic  ijovernment , such  increased  coat  should  be  added  to  the  cost  of  pro- 
curement from  conmercial  sources.  Costs  of  obtaining  products  or  service:, 
from  coiranercial  sources  should  be  documented  and  organized  for  comparison 
with  costs  of  obtaining  the  product  or  service  from  a GoverreMint  activity. 


b.  For  purposes  of  economy  and  simplicity  in  making  cost  cempariron 
studies,  generally  agreed  costs  that  would  tend  to  be  the  same  under  eithc 
alternative  need  not  be  measured  and  Included  (for  example,  bid  and  award 
costs  and  operating  costs  under  lease-purchase  alternatives). 


c.  Costs  of  obtn  Inlng  products  or  services  from  G^iverrment  _0jctJlA|^itjj3^ 
:.tioulJ  Include  all  costs  which  would  be  incurred  If  a product  or  service 
wiTc  provided  by  the  Government  and  which  would  not  be  incurred  if  the 
product  or  service  were  obtained  from  a conaaerclal  source.  The  objectives 
should  be  to  compute,  as  realistically  as  possible,  the  incremental  oi 
additioii.iL  cost  that  would  be  incurred  by  the  Goverrment  under  the  alLei.rai- 
ilves  under  consideration.  In  making  such  dctenalnat ions  it  is  important 
that  recognition  be  given  to  the  full  attount  of  additional  or  incremental 
diiect  and  Indirect  cost  to  be  incurred  in  providing  the  products  or 
'.(•rvlces  required.  Under  this  general  principle,  tlie  following  costs 
should  be  included,  considering  the  circumstances  of  each  case: 

(1)  Personal  services  and  benefits.  Include  costs  of  all  elements 
111  ( ompo  nsa  t io  n and  allowances  for  both  military  and  civilian  personnel, 
including  the  full  cost  to  the  Government  of  retirement  systems,  calculated 
on  a oorTTwil  cost  basis.  Social  Security  taxes  where  npplicnble,  employees' 

1 osu 1 .1  ri(.c , health,  and  medical  plans,  (including  services  available  from 
(.overomeiiL  military  or  civilian  medical  facilities),  1 Ivinp.  allowance:;, 
nil  j I uniir, , leave,  termination  and  separation  allowances,  travel  and  moving 
expenses,  and  claims  paid  through  the  Bureau  of  Eji\ployees*  Co;npen;.ation. 


(2)  Materials,  supplies,  and  utilities  seivl'-os.  include  costs 
111  :.uppLies  and  materials  used  in  providing  a product  or  S(.rvice  and  cost;. 
(>l  t I 'Mispo  rt  at  ion  , storage,  handling,  custoiJy,  and  protection  oi  property, 
ninl  (lists  of  electric  power,  gas,  water,  and  communications  :ie rvl ccr. . 

(3)  Ms  l_nto  nance  and  repair.  Include  costs  of  ina  iiita  ini  ng  and 
lepaii  iiig  structures  and  equipment  wliich  are  used  i:i  providing  a proUnct 
I’ I service. 
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I nvonfnrj.  hnch  njicncy  vUll  compile  and  malnt.nri  Ai  inwr.rtjiy  <•: 

1 I Ct  ( * maul:  r t.  lul  or  liidualrlul  uolivil-lcs  liuviiig  an  annonl  f.  i 

or  services  costing  $i0,000  or  iiiore  or  a capital  1 nvostn.o nt  ol  ''2r>, iKU) 
inon-.  In  addition  to  svich  general  descriptive  ini  onaat  Ion  as  iiuiy  l>c  ap- 
propriate, the  inventory  should  Include  for  each  activity  the  atnonr.t  o: 
the  Cove  rrunent ' s capital  investnient , the  atiiount  paid  eniiunlly  foi  ;ln 
products  or  services  Inwlved,  and  the  basis  upon  which  the  activity  is 
being  continued  under  the  provisions  of  this  Circular,  The  gciifral  de- 
scriptive information  needed  for  identifying  each  activity  should  h?ve 
been  included  in  the  inventory  by  Jurte  30,  1966»  Other  Infon.iation 
to  complete  the  Inventory  should  be  added  as  reviews  required  in  paragraph, 
/.b.  and  c.  arc  completed. 


b.  "New  starts." 

(1)  A "r.ev»  start"  sViould  not  be  Inltiiit.cd  until  ]xi 1 !>  I 1 I in o. 
obtaining  the  product  or  service  from  commercial  sources  have  been  eypi._.ivil 
and  not  until  it  is  approved  by  the  agency  head  or  by  an  ar..';istant  secr.i.iry 
nr  cificlal  oi  equivalent  rank  on  the  basis  of  factual  ju.sc  1 i icac  Inn  l(i 

«“.sc  apl  I shlng  the  activity  under  the  previsions  ol  this  Circular. 

(2)  If  statutory  aut’nority  and  f unds  for  con  Mruot  ion  are  reo  ilrr’d 
bi'tore  a "new  start"  can  be  initiated,  the  actlonn  to  be  taken  under  this 
Circular  should  be  completed  before  the  agency's  budget  request  is  r.ubiiltrvo 
to  the  Bureau  of  the  Budget.  Instructions  concerning  dnts  to  be  subnlcf.il 
in  support  of  such  budget  requests  will  be  Included  in  annual  revisions  ol 
bureau  oi  the  Budget  Circular  No.  A-11. 

(3)  A "new  start"  should  not  be  proposed  ior  reasons  invclviu.'. 
coinpar.i 1 1 ve  coats  unless  savings  are  sufficient  to  outweigh  unco rca itu  ii- 
and  risks  of  unanticipated  losses  Inviolved  in  Goverrmient  activities. 


The  amount  of  savings  required  as  )ur  t i i icat ion  for  a "i..w 
start"  will  vary  depending  on  individual  clrcumatances . Snhstnr.tial 
■•.avliigs  should  be  required  an  justification  if  a large  new  or  additloivii 
capital  investment  is  involved  or  if  there  are  possibllitif. s of  early  oh- 
solescence  or  uncertainties  reg.arduig  maintenance  and  production  cosL.s, 
pricrs  and  future  Covcriiroent  requirements.  Just i t icat lo n may  be  Lasrd  on 
sina!  l.T  anticipated  savings  if  little  or  no  capital  investment  is  iiivolvtu, 
11  chances  for  obsolescence  are  lainimnl,  and  If  reliable  infom.itlon  Is 
available  concerning  production  costs,  coranerclal  prices  am!  clovi- 1 
requirements.  While  no  precise  standard  is  prescribed  in  viev;  o'  tbere 
vaiylnj-  r 1 rcumstance 3 a "new  .start"  ordinarily  should  not  l>c  approved 
unles.s  costs  of  a Covernment  activity  will  be  at  least  10  pertenr  ler  ;.  i r„o. 
lor.ts  of  obtaining  the  product  or  service  from  commercial  r.ource.s.  1:  j. 
einph./i  s 1 zed  that  10  percent  is  not  intended  to  be  a fixed  figure. 


A decision  to  reject  a p.-^oposed  "new  start"  for  compi rnc  . ve 
cost  reasons  should  be  reconsidered  if  actual  bids  or  proposals  indicate 
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II  ovrrull  ri!  bpoiiu  lul  1 1 ty  for  tho'30  AcLlouc  la  t’ol'ijnt'' J by  tlie  ap.ciicy 
fioad,  U sfiould  be  aeBlynod  CO  a ecnlor  orilclal  reporting  directly  to  die 
agency  lieod. 

li  Icglclotlon  tr.  ne»-(led  In  ordir  to  carry  out  tic  (lurporoa  of  chi'-. 
Circular,  3geiiciC3  clvould  prepare  n’cnaciry  icgi«lrtl\c  propcoala  for  re- 
view in  accordance  with  Bureru  of  the  rxidget  Circular  .”o,  A-19. 

9.  Lllcctlve  dace.  This  Circular  ic  effactlve  on  Ocwoher  2,  1967. 


PHII-LIP  S.  -iUCIlBS 
Acting  director 
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to  rely  upon  « coraercit;!  source.  Ho-swer,  t 
!' c>.  it  clear  that  coat  studies  :vill  i ot  hv  : •on 
0-1  c(  thf«  product  cr  setwica,  or  ccjrr,’.e rc ia  1 pio 
ly  Justided  Ir.  accordance  with  other  provislr- 


.1  Miur,>!  iherad  parngrajih  has  bean  added  to  provide 

provisions  of  the  Circular  to  purchase  leire  of  o<i|u 
ccrisi  rjccion  of  buildings  ^ acquisition  under  Icosc-covisi 
.:;;!ncr..  fhc  paragraph  requires  a determination  ci  the  diff 
ui.d.  r ti'.e  alternatives,  and  application  of  the  prlncl 
t.;  • tlTcular  In  racking  judgments  in  theae  areart. 


, -Mitence  has  been  added  providing  that  if  'Urcont inn: re-",  ri 
orurncnt  cocmercial  or  industrial  activity  vrili  result  i;i  pro  r.tiu 
of  C^vernment  employees,  and  will  cau?e  a r ignl f ionnt  fne  - ■ 
. ! oinent  costs  to  the  Govenvaent,  auch  Increased  costs  shoulu  f 
e:;  Lo  the  cost  of  procurement  from  cots’iercicl  poujxres. 


This  is  a new  subparagraph.  It  provides  that  costs 
■el.n  same  for  both  Government  and  Industry  uoed  not  h 
i-'.J  in  conporativc  cost  analyses  (for  example,  bid  v'nvd  r ird 
'ting  costs  under  lease-purchase  nlternat  i\ '.s ) . Th'  cb.nn;  ■ 
Antevesc  of  ecoiKimy  and  simplicity  in  making  cort  co!np.'iri'7priS 


Cl'l  V’OU.fU  tl 


-rgrnph  6.b.  In  the  earlier  Circular).  A sentenc!'  inn;  be 
‘y  the  fact  that  the  Incremofital  roethod  of  coating  i:'  to  i 
nd  to  emphasize  the  Importance  of  a realistic  lerognir Ion 
liticnal  or  incremental  coats. 


(Paragraph  6.b.(l)  in  the  earlier  Clrcul'ii). 
s Deer,  added  to  clarify,  in  connection  wlt;i  p 
rs,  that  the  full  cost  to  the  Govarniser.t  of  r 
included. 


'ome  C'O'i 


(Paragraph  6. 0.(6)  In  the  earlier  Ciiculax). 
c r.ako  clear  that  appropriate  recognition  o'.x>uld 
<•  >j iihoil  or  salvage  value  of  facilltleQ  or  equijr.v 


( In rngraph  6.b.(7)  in  the  earlier  CircuiarJ-  iM 
(Ml  M-viitteii  to  provide  that  the  computation  of  iriror''st: 
idl  i.ii'-'l  .-.null. a 1 to  be  invested  jriXl  be  baaed  s-.h  • n 

. : I lon/’.-tem  Treasury  bonds  as  shown  in  tlie  c”  r' i.; 

.1  V ..ii’ietln.  Also,  the  method  of  computation  soy;;/-'* 
.'  ..-unc.'io!-.  Ir.  the  capital  Investment  to  which  l.iter.'.si:  1 


CpiU  \ 


' V *. 


jJBttec  i.s  'leprcc  1/itC'l . The  purpose  ol  the  chnii^,e  la  to  cl.irlfs  t!  • i / i .• 
anti  source  ot  Inreie.st  to  he  charRed  and  to  provide  Rulda.icc  ns  lo  ' h- 
jirlncipnl  to  which  it  is  to  be  applied.  The  suRROsted  i/ite  is  u 
.ivallabLc  mccauie  of  the  current  cost  of  money  to  the  oo veriMTient  and  t I..- 
provision  for  reducing  the  balance  to  which  interest  Is  applied  Is  con- 
sidered reasonable  because  the  interest  cost  should  not  p,o  on  ! ndv- 1 I n 1 1-' 1 y . 

b . c . ( B ) . (Paragraph  6.b.(C)  In  the  earlier  Circular).  A chanv'.e  In  void- 
ing iias  been  taade  to  clarify  that  Government  costs  should  Include  any 
additional  Indirect  costs  incurred  for  such  activities  as  manag.ei  .ent  nnd 
supervision,  budgctirig',  accounting,  personnel,  legal  and  other  njipl  icab  1 •• 

3<-  rvices . 


. . 


Paragraph  7 - Administering  the  po Ilcy 

7 . b . ( 3 j . In  the  past  there  has  been  some  misunderstanding  about  t he  o>:.f 
d i7  I (•  re  nt  la  1 in  favor  ot  private  enterprise,  due  to  uucerta  J ut  i <• ..  iclui  tu,- 
fo  Co  ve  Miment  production  costs,  equipjment  obsolescence,  and  othtr  i.'itioi-,, 
I lie  1 lading  the  amount  of  capital  investment  Involved.  A si-ntence  h.t.s  hi  en 
added  to  clarify  the  fact  that  the  ten  percent  cost  differential  in  iavor 
of  private  enterprise,  mentioned  In  this  subparagraph,  is  not  Intcnlfd  to 
be  a fixed  figure.  The  differential  nuty  be  more  or  less  than  ten  percent, 
depending  upon  the  circumstances  in  each  individual  case. 

Paragraph  8 - Inplementatlou 

A sentence  has  been  added  requiring  agencies  to  furnish  the  Bureau  of  t. 
budget  with  a copy  of  their  implementing  Instructions. 
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EXECUTIVE  OFFICE  OF  THE  PRESIDENT 
OFFICE  OF  MANAGEMENT  AND  BUDGET 


WASHINGTON,  O.C.  20903 


OFFICE  OF  federal 

procurement  policy 


October  18,  1976 


CIRCULAR  NO.  A-76 
Revised 

Transmittal  Memorandum  No.  2 


TO  THE  HEADS  OF  EXECUTIVE  DEPARTMENTS  AND  ESTABLISHMENTS 


SUBJECT:  Policies  for  Acquiring  Commercial  or  Industrial 

Products  and  Services  for  Government  Use 


1.  Purpose.  This  Transmittal  Memorandum  provides  guidance 
and  specific  cost  factors  to  be  used  when  agencies  prepare  a 
cost  analysis  under  0MB  Circular  No.  A-76. 


2.  Background . 0MB  Circular  A-76  expresses  the 
Government's  general  policy  of  relying  upon  the  private 
enterprise  system  to  supply  its  needs  for  products  and 
services,  in  preference  -to  engaging  in  commercial  or 
industrial  activity.  This  policy  reflects  the  fundamental 
concept  that  the  Government  should  generally  perform  only 
those  functions  which  are  governmental  in  nature  and  should 
utilize  the  competitive  incentives  of  the  private  enterprise 
system  to  provide  the  products  and  services  which  are 
necessary  to  support  governmental  functions.  Those 
commercial  or  industrial  activities  which  the  Government 
performs  directly  for  itself  are  not  inherently  governmental 
functions,  but  rather  are  exceptions  to  the  fundamental 
concept,  and  their  performance  by  Government  personnel  must 
be  justified  as  being  in  the  National  interest. 


3.  Supplemental  Guidance . Circular  A-76  sets  forth 
specific  cir cumstarices  under  which  it  may  be  in  the  National 
interest  for  the  Government  to  provide  directly  some 
products  and  services  for  its  own  use.  One  of  these 
circumstances  permits  justification  of  Government  commercial 
or  industrial  activity  if  a detailed  comparative  cost 
analysis  demonstrates  that  Government  performance  would 
result  in  sufficient  savings  to  justify  involvement  in  such 
activity.  However  , the  Circular  does  not  require  that  a 
cost  study  be  made  in  every  case  to  support  a decision  in 
compliance  with  the  policy  preference  for  reliance  on 
commercial  sources.  A cost  analysis  is  not  needed  in 
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circumstances  where  the  Government’s  economic  interests 
would  be  protected,  such  as  the  existence  of  a competitive 
commercial  market,  unless  the  agency  has  some  unique 
economic  advantage  which  would  enable  it  to  supply  the 
needed  product  or  Service  at  less  than  commercial  cbst^  In 
determining  whether  a cost  study  should  be  undertaken, 
consideration  should  be  given  to  the  delay  and  expense 
involved  in  a study  sufficiently  detailed  and  comprehensive 
to  provide  valid  results. 


Cost  studies,  when  conducted,  should  be  made  in  accordance 
with  the  guidelines  in  Section  6 of  Circular  ^-76,  and  must 
cover  all  identifiable  costs  of  both  commercial  and 
Government  performance.  Instructions  for  the  determination 
of  costs  incurred  by  Government  activities  in  providing 
products  and  services  are  set  forth  in  paragraph  6c  of  the 
Circular.  In  computing  the  cost  of  civilian  personnel 
services  for  a Government  activity,  the  actual  cost  to  the 
Government  for  employee  benefits,  such  as  retirement  and 
insurance  programs,  must  be  included.  Guidance  in 
calculating  these  cost  elements  has  been  provided  by  the 
U.S.  Civil  Service  Commission,  which  has  determined  current 
percentage  factors  for  Government  contributions  to  employee 
insurance  programs  and  the  full  cost  to  the  Government  of 
the  Civil  Service  Retirement  System. 

4.  Cost  Factors. 

a.  For  the  convenience  of  Federal  agencies  making  cost 
studies,  the  Following  percentages  of  base  pay  will  be  used 
in  computing  the  costs  of  civilian  personnel  services; 

Retirement  24.71 

Health  Insurance  3.5% 

Life  Insurance  .5% 

b.  Cost  comparisons  made  under  the  provisions  of 
Circular  A-76  should  be  sufficiently  complete  and  documented 
to  permit  ready  audit  by  qualified  financial  personnel. 
Copies  will  be  made  available  to  interested  persons,  on  a 
cost  reimbursable  basis,  when  requested  under  the  provisions 
of  the  Freedom  of  Information  Act. 

Effective  fate.  This  . Transmittal  Memorandum  is 
effective  immediatelv. 


^ * -w  - -w ’-•-■i-v- r-» -?-•  r.’V  t~vvTTr> L’*«»  ITV 


EXECUTIVE  OFFICE  OF  THE  PRESIDENT 

/P'z-^TyV  V' 

OFFICE  OP  MANAGEMENT  AND  BUDGET 

' WASHINGTON.  D.C.  2050.» 


June  13,  1977  CIRCULAR  NO.  A-76 

Revised 

Transmittal  Memorandum  No.  3 


TO  THE  HEADS  OF  EXECUTIVE  DEPARTMENTS  AND  ESTABLISHMENTS 

SUBJECT:  Policies  for  Acquirinq  Commercial  or  Industrial 

Products  and  Services  for  Government  Use 


1.  Purpose.  This  Transmittal  Memorandum  amends  Transmittal 
Memorandum  No.  2,  dated  October  18,  1976,  to  revise,  pondinq 
further  review,  the  cost  factor  for  computing  retirement 
costs  of  civilian  personnel  services,  and  to  provide  in^- 
guidance . 


2.  Change . The  following  change  to  Paragraph  4 of 

Transmittal  Memorandum  No.  2 is  effective  immediately: 


The  cost  factor  for  retirement  is  changed  from  24.7% 
to  14.1?; 


3.  Explanation  of  Change.  The  retirement  cost  factor  of 
24.7T~was  based  upon  the"accrual  method  of  computation;  that 
is,  the  factor  represented  a projection  of  the  present  value 
of  future  retirement  benefits  for  Government  employee 
annuitants.  Both  the  validity  of  this  figure  and  the  use  of 
the  accrual  method  have  been  questioned.  Consequently,  and 
pending  a complete  reviev/  of  this  matter,  as  discussed  .in 
Paragraph  4,  the  retirement  cost  factor  of  14.1?:  will  be 
used.  This  factor  is  based  upon  the  nonaccrual  method  of 
computation.  It  represents  current  total  payments  to 
employee  annuitants,  reduced  by  current  employee 
contributions,  expressed  as  a percentage  of  current  civil 
service  payroll. 

4.  Interim  Guidance 


H • • 

I 

r.y 


a.  This  Administration  has  undertaken  a complete  review 
of  0M3  Circular  No.  A-76  and  its  implementation.  The  change 
in  the  retirement  cost  factor  is  made  at  this  time,  as  an 
interim  measure,  pending  completion  of  the  review. 
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b.  No  moratorium  is  to  be  placed  on  the  i 
or  0MB  Circular  No.  A-76  because  of  the  revie 
is  expected,  however,  that  agencies  will  be 
judicious  in  the  selection  of  activities  for 
as  to  whether  they  should  be  performed  in- 
contract. In  this  connection,  the  quota 
established  by  the  previous  Administration 
presidential  Management  Initiatives  Program  and 
in  0MB  Circular  No.  A-113  is  not  an  acceptable 
is  no  longer  to  be  followed. 
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careful  and 
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APPENDIX  II 

SOME  AIR  FORCE  EXPERIENCES 
IN  MULTIPLE  FUNCTION  CONTRACTING 

Introduction . Within  the  Defense  Department,  the  Air  Force  has 
the  most  extensive  experience  in  multiple  function  service  con- 
tracts. Vance  AFB,  Oklahoma  has  been  under  essentially  full 
contract  operations  and  maintenance  since  1960,  Patrick  AFB, 
Florida  and  the  eastern  test  range  facilities  have  utilized 
contract  operation  for  an  extended  period,  and  the  northern 
early  warning  radar  sites  have  extensively  utilized  contracting 
for  years . 

The  Air  Force  assigns  responsibility  for  0MB  A-76  im- 
plementation {AF  Regulation  26-1)  within  Manpower  and  Organiza- 
tion at  the  Air  Staff  level.  Each  major  command  (SAC,  ATC,  AFSC, 
etc.)  also  includes  the  contracting  responsibility  within 
the  Manpower  and  Organization  staff  element.  Generally,  service 
contracts  are  viewed  as  another  resource  available  to  accomplish 
assigned  missions,  in  addition  to  military  and  civilian  personnel 
assets.  This  concept  facilitates  coordination  of  personnel 
ceilings  to  subordinate  commands. 

Major  commands  are  responsible  for  all  requirements  to 
accomplish  their  assigned  mission.  Programming,  budgeting  and 
execution  are  essentially  centralized  in  each  mission  area, 
including  support  functions,  thereby  ensuring  that  support  is 
provided  consistent  with  operational  requirements. 


VANCE  AIR  FORCE  BASE 


Introduction . Vance  AFB  is  located  at  Enid,  Oklahoma, 
about  100  miles  north  of  Oklahoma  City,  and  is  one  of  seven 
Undergraduate  Pilot  Training  (UPT)  Wings  in  the  Air  Training 
Command  (ATC) . The  mission  is  to  train  pilots,  both  U.S. 
and  foreign,  in  jet  aircraft.  About  300  pilots  are  graduated 
annually,  utilizing  about  165  aircraft  (T-37  and  T-38)  and 
2,300  personnel  (1,100  military,  130  civil  service  and  1,000 
contractor  employees) . Within  ATC,  Vance  is  the  only  base 
maintained  and  operated  by  a single  contractor  - a unique 
situation  which  permits  comparison  of  results  with  other  bases 
with  similar  missions. 

Background . The  original  contract,  from  FY  1961  to  FY  1965 
was  a cost- plus- fixed -fee  (CPFF)  type.  The  contract  was  then 
converted  to  cost- plus-incentive-fee  (CPIF)  for  three  years  and 
finally,  in  FY  1967,  a fixed-price- incentive-firm-target  (FPIF) 
contract  was  utilized  and  is  the  type  still  in  use  today. 

The  original  contractor  was  SERV-AIR  Inc. , who  retained  the 
contract  through  1972.  The  FY  1973  contract  was  awarded  to 
Northrop  Worldwide  Aircraft  Services,  Inc.  This  contract  has 
been  extended  through  exercise  of  government  options  until  the 
end  of  the  fiscal  year  1977. 

The  contract  cost  has  grown  from  just  over  $4,000,000  in 
FY  1961  to  over  $12,000,000  in  FY  1976.  While  inflation  has 
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accounted  for  a significant  portion  of  the  increased  contract 
costs,  expansion  in  contract  scope  and  increased  labor  costs, 
incident  to  unionization  of  the  labor  force,  have  also  played 
important  roles  in  this  rise. 


Scope  of  Work.  Since  the  inception  of  contract  operations , 
only  one  deletion  has  occurred,  when  base  -ecurity  was  returned 
to  in-house  accomplishment  in  FY  1969 . Numerous  scope  addi- 
tions have  occurred  over  the  years  as  a result  of  such  things 
as  increased  flying  hours  and  the  introduction  of  more  sophis- 
ticated aircraft  types.  Today,  more  than  two  dozen  functional 
areas  are  contractor  operated  while,  aside  from  the  pure  opera- 
tional functions  involved  in  flight  training  operations , less 
than  a dozen  are  accomplished  in-house . 


Specifications . The  statement  of  work  is  performance 
oriented  and  broadly  outlines  the  required  end  result.  Exceptions 
to  this  general  rule  are  found  in  functions  such  as  aircraft 
maintenance,  where  Air  Force  technical  data  must  be  followed; 
in  supply,  where  interface  is  required  with  standard  Air  Force 
computer  programs;  and  in  the  Fire  Department,  where  a minimum 
manning  is  required. 

The  basic  philosophy  calls  for  the  Air  Force  to  delineate 
"what"  the  requirement  is  and  to  allow  the  contractor  to  deter- 
mine "how"  best  to  meet  that  requirement.  Management  is  the  key 
ingredient  provided  by  the  contractor  in  each  of  the  functional 
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areas,  in  addition  to  the  provision  of  a skilled  work  force. 

Thus,  the  specifications  or  statement  of  work  encourages  the 
contractor  to  exercise  management  initiative  to  obtain  higher 
productivity  and  quality  in  the  end  product. 

Wage  Rates . Service  Contract  Act  wage  rates  apply  to  all 
service  functions  under  contract.  Additionally,  sub-contracts 
for  construction  require  Davis-Bacon  wage  rates,  when  applicable. 

Labor  Unions.  During  the  period  when  SERV-AIR  was  the 
contractor,  no  labor  union  was  in  existence.  Following  contractor 
changeover  to  Northrop  in  1972,  a reduction  in  benefits  and  wages 
resulted  in  employee  dissatisfaction  and  led  to  the  formation 
of  an  employees'  union.  Since  that  time,  employee  satisfaction 
appears  to  have  been  good.  The  existing  union  agreement  con- 
tains an  article  which  prohibits  strikes,  slow-downs,  etc.,  and 
failure  to  comply  with  this  article  is  sufficient  grounds  for  dis- 
ciplinary action,  including  discharge  of  an  employee. 

Surveillance . The  senior  Air  Force  officer,  the  Wing 
Commander  has  overall  responsibility  for  all  base  activities,  and 
exercises  base  support  authority  through  the  Base  Commander.  Admin 
istration  of  the  contract  itself  is  through  a Department  of  the 
Air  Force  civilian  (DAFC)  known  as  the  Administrative  Contract- 
ing Officer  (ACO) . He  is  a professionally  trained  procurement 


specialist  and  is  the  primary  point  of  contact  between  the 
Government  and  the  contractor. 

Parallel  organizations  have  been  established  by  both  the 
Government  and  the  contractor.  Assigned  to  surveil  each 
functional  area  under  contract  is  a Technical  Representative 
of  the  Contracting  Officer  (TRCO) . The  Base  Civil  Engineer 
is  assigned,  for  example,  as  a TRCO  and  has,  as  his  contractor 
counterpart,  the  Director,  Civil  Engineering.  A TRCO  may  be 
either  an  Air  Force  officer  or  a DAFC,  but  in  all  cases,  he  is 
technically  qualified  in  the  functional  area  he  is  assigned  to 
surveil.  Training  in  contract  philosophy  and  surveillance 
procedures  is  given  to  TRCOs  and  monitored  by  the  ACO.  Daily 
reports  of  contractor  operations  are  received  by  the  ACO  from 
TRCOs  indicating  any  discrepancies  and  corrective  action 
recommended. 

Again,  emphasis  is  on  the  end  product,  rather  than  pro- 
cedures used,  and  the  contractor  is  encouraged  to  utilize  manage- 
ment innovations  appropriate  to  the  particular  circumstance.  In 
those  cases  where  the  contractor  develops  regulations  or  instruc- 
tions which  call  for  deviations  from  standard  Air  Force  pro- 
cedures, these  procedures  serve,  after  approval  by  the  TRCO,  as 
the  basis  for  operation  by  the  contractor  as  well  as  surveillance 
by  the  Air  Force. 


Gene ral  Cons ide rations . Subcontracts  must  be  approved  in  advance 
by  the  ACO  and  normally  involve  accomplishment  of  spe  cial  pro- 
jects for  construction,  maintenance  and  repair.  Cost  of  these 
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subcontracts  is  outside  of  target  price,  however  no  additional 
overhead  is  allowed  for  their  execution.  Government  contracts 
with  local  firms  for  purchased  utilities,  are  assigned  to  the 
Base  Support  Contractor  for  administration  to  maximize  the  single 
responsibility  concept.  Utility  costs,  with  the  exception  of 
telephone,  are  a "wash  through"  from  Government  to  utility  com- 
pany. Cost  of  telephone  service  is  included  within  target  costs. 

The  material  and  equipment  utilized  by  the  contractor  is 
basically  Government  furnished.  An  exception  occurs  in  the  area 
of  transportation  equipment,  where  the  contractor  provides  all 
sedans,  station  wagons,  aircraft  refuelers  and  trash  collection 
equipment. 

Cost  Savings  and  Work  Quality.  The  visitor  to  Vance  AFB  sen- 
ses a feeling  of  contractor  pride  in  efficient,  quality  performance. 
Additionally,  employees  give  the  impression  that  they  feel  their 
job  is  dependent  on  their  contribution  to  quality  and  economy  of 
operation . 

Reported  examples  of  savings  to  the  Government  as  a result 
of  contract  operation  include: 

1.  About  450-475  personnel  utilized  in  aircraft  maintenance 
compared  to  700  military  and  civilian  personnel  at  Reese  AFB. 

2.  Ground  transportation  costs  averaging  12.5  cents/mile 
compared  to  the  Air  Force  average  of  18  cents /mile. 

3.  Vehicle  downtime  of  2.6  percent  compared  to  the  Air  Force 
average  of  10  percent. 

4.  Approximately  120  contractor  personnel  employed  in  supply 
compared  to  about  245  military  and  civilian  personnel  at  Reese  AFB. 


Advantages  and  Disadvantages.  A number  of  advantages  and  dis- 
advantages exist  in  the  use  of  contract  services  at  Vance  AFB. 

The  most  obvious  advantage  is  the  resultant  cost  savings.  Con- 
tributing to  these  cost  savings,  are  the  reduced  facility  re- 
quirements for  military  personnel,  minimized  training  require- 
ments for  both  military  and  civilian  personnel,  and  a more  stable 
work  force  in  those  instances  where  military  personnel  are  utilized 
at  other  comparable  UPT  bases. 

The  single  contractor  or  umbrella  concept  for  base  services 
contracting,  provides  a single  point  of  contact  for  most  situa- 
tions requiring  coordination  in  the  day  to  day  operations.  When 
subcontracts  interface  with  utility  companies  or  other  subcon- 
tractors, the  prime  contractor  provides  necessary  coordination. 

Concentration  on  the  end  product  encourages  the  contractor 
to  exercise  management  initiatives  to  decrease  costs.  This 
management  initiative  is  demonstrated  in  such  areas  as  personnel 
administration,  where  the  utilization  of  multi-skilled  workers 
is  maximized. 

Although  the  advantages  are  numerous  certain  disadvantages 
and  potential  problem  areas  must  be  recognized.  Significant 
among  these  is  the  lack  of  a legal  restriction  prohibiting  con- 
tract employees  to  strike.  Although  the  current  union  agreement 
contains  a no  strike  clause,  and  has  never  been  invoked,  the 
clause  is  theoretically  subject  to  change  at  the  beginning  of 
each  union  contract  period.  Additionally,  lack  of  direct  control 
over  the  work  force,  reduced  capability  for  mission  change,  and 
restrictions  on  overtime  work  tend  to  reduce  flexibility  and  must 
be  considered  as  disadvantages. 


100 


New  Contract.  The  present  Northrop  contract  will 


terminate  at  the  end  of  fiscal  year  1977.  The  planned  start 

date  for  the  new  contract  is  1 October  1977  with  an  initial 
period  of  one  year,  extendable  at  Government  option  for  four 
additional  one  year  periods.  To  permit  consistent  evaluation  of 
proposals,  all  prospective  bidders  were  required  to  submit  the 
following  information; 

1.  Operation  and  management  policies 

2.  Understanding  of  the  requirement  and  proposed  method 
of  operation 

3.  Evidence  of  financial  capability 

4 . Experience 

5.  Manpower  and  utilization 

6 . Manpower  requirements  and  source 

7.  Organization  structure 

8 . Other  government  and  commercial  contracts 

9.  Mobilization  (phase-in)  plan 

10.  Price,  including 

a.  Number  of  personnel,  or  man-year  requirements  by 
job  classification 

b.  Average  annual  salary  and  total  personnel  cost. 

c.  Overhead  or  support  costs,  itemized  for  each 
functional  area 

d.  Summary,  including  target  cost,  target  profit, 
ceiling  price  and  sharing  formula 


The  evaluation  of  proposals  consists  of  a technical  evalua- 
tion and  a price  analysis.  The  technical  evaluation  assigns 
points  in  the  following  areas: 

1.  Overall  experience  in  aircraft  and  simulator  maintenance 

2.  Overall  experience  in  other  basic  support  functions 

3.  Understanding  of  the  requirements  and  method  of  operation 

4.  Management  policies  and  procedures 

5.  Manpower  resources  and  utilization 

6.  Mobilization  (phase-in)  plan 

The  price  evaluation  assigns  points  for  cost  realism  and 
risk,  based  on: 


1 . 

Target  price 

2. 

Final  price  resulting 

from  a 

5%  overrun 

3. 

Final  price  resulting 

from  a 

5%  underrun 

4. 

Ceiling  price 

The  price  evaluation  utilizes  the  government  estimate  as  a base 
and  provides  points  from  a weighted  formula  in  each  of  the  four 
categories  above. 

Competitive  negotiation  procedures  are  utilized  and 
negotiations  are  normally  conducted  with  all  bidders  whose 
proposals  are  within  a competitive  range.  Negotiation  can  in- 
clude matters  relating  to  clarification,  technical  interpreta- 
tion, price,  etc.  Contract  award  is  made  to  the  conforming 
proposer  with  the  best  overall  proposal. 
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Introduction . Edwards  AFB  occupies  a portion  of  the  Los 
Angeles,  Kern  and  San  Bernadino  counties  of  California  in  the 
western  part  of  the  Mojave  Desert.  The  base  and  adjacent  com- 
munities are  separated  from  the  Los  Angeles  metropolitan  area 
by  mountainous  terrain,  which  serves  to  make  the  Edwards 
military  and  civilian  communities  self-sufficient. 

The  mission  of  the  AFFTC  is  to  conduct  and  support  tests 
of  manned  and  unmanned  aerospace  vehicles;  conduct  flight  evalua- 
tion and  recovery  of  designated  aerospace  research  vehicles;  per- 
form development  testing  of  aerodynamic  decelerators ; operate 
the  USAF  Test  Pilot  School;  and  to  support  and  participate  in 
other  contractor  test  and  evaluation  programs. 

The  aircraft  inventory  includes  fifty-six  aircraft,  which 
are  a combination  of  prototype,  preproduction  and  production 
models.  Most  of  the  aircraft  are  unique  and/or  modified  for  use 
in  development,  test  and  evaluation  programs.  Personnel  assigned 
are  approximately  3,250  military  and  1,650  civil  service. 

Decision  to  Contract.  The  initiative  for  original  contract 
conversion  at  AFFTC  came  from  the  local  commander  based  on  pre- 
vious experience  at  NASA,  where  he  considered  aircraft  maintenance 
to  be  effectively  performed  by  contract.  His  interest,  apparently 
was  a prime  factor  in  the  ability  of  the  staff  to  produce  a 
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comprehensive  feasibility  study  in  a relatively  short  period 
of  time  with  a minimum  of  coordination  problems.  The  initial 
review  of  the  aircraft  maintenance  function  led  to  the  con- 
clusion that  conversion  to  contract  would  be  cost  effective. 
During  the  initial  review,  factors  effecting  contract  operation 
were  identified.  Since  aircraft  maintenance  depends  to  a large 
degree  on  supply  operations,  this  area  was  also  included  with- 
in the  scope  of  work,  following  an  initial  favorable  cost 
evaluation . 

Previous  Contract  Experience.  Aircraft  maintenance  was  per- 
formed at  Edwards  by  contract  on  two  previous  occasions.  The 
first  was  in  1973  when  transition  was  made  from  F-104C/D  air- 
craft to  F/RF-4  aircraft.  The  contract  was  utilized  to  main- 
tain the  aircraft  being  phased  out,  thereby  easing  the  transi- 
tion and  eliminating  a dual  type  workload.  The  contract  was 
with  Lockheed,  the  manufacturer  of  the  F-104  and  resulted  in 
a 35%  reduction  in  personnel. 

The  second  aircraft  maintenance  contract  deals  with  A/YA-7D 
aircraft  and  resulted  from  the  difficulty  encountered  by  govern- 
ment personnel  in  keeping  the  A-7  in  operational  status.  The 
contract  was  awarded  in  1974  to  the  manufacturer,  Ling-Temco- 
Vaught  (LTV) . Initially,  LTV  utilized  factory  personnel  to 
perform  the  maintenance,  but  shortly  thereafter  converted  to 
local  hires.  It  is  estimated  that  the  contract  operation  has 


been  accomplished  with  40%  less  personnel.  The  effectiveness 
of  the  contract  is  demonstrated  by  the  following: 

1.  Monthly  availability  up  from  50+  hours  to  75+  hours 

2.  Phase  inspection  time  down  from  14+  days  to  6 days 

3.  NORS  rate  cut  in  half 

4.  Maintenance  effort  down  from  40+  to  10+  man-hours  per 
flight-hours . 

Prior  to  concluding  that  contract  operation  was  the  best 
technique,  an  AFFTC  team  made  visits  to  Vance  AFB,  Sheppard 
AFB,  and  the  National  Aeronautics  and  Space  Administration  (NASA) . 
The  team  generally  concluded  that  contract  operation  of  aircraft 
maintenance  showed  potential  for  effective  operation,  with  less 
manning  by  a multi-skilled  workforce,  requiring  less  supervision 
than  the  existing  predominantly  military  operation. 

Feasibility  Study.  To  ensure  that  all  factors  effecting 
the  contract  conversion  were  considered,  a formal  feasibility 
study  was  made.  Primary  responsibility  for  aircraft  maintenance 
is  vested  in  the  logistics  organization  of  AFFTC.  A coordinating 
group  was  established  here  to  ensure  that  all  necessary  informa- 
tion gathering  was  accomplished.  Two  full  time  personnel  from 
logistics  were  augmented  as  necessary  from  most  of  the  AFFTC 
support  organizations.  After  the  study  began,  the  supply  function 
was  identified  as  another  candidate  for  contract  conversion  due 
to  the  close  interface  with  aircraft  maintenance. 
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The  feasibility  study  contains  chapters  addressing 
background,  approach,  conclusions  and  reconunendations 
Supporting  data  and  information  is  contained  in  annexes, 
which  cover  scope  of  work,  manpower/cost  comparison,  finan- 
cial, personnel,  environmental  assessment  and  procurement 
plan . 

The  rationale  for  the  conversion  to  contract  of  aircraft 
maintenance  and  supply  included  a number  of  factors.  The 
most  significant  of  these  were  the  preliminary  cost  studies 
required  by  AFR  26-1,  the  results  of  prior  contracts  at 
AFFTC  at  other  locations,  and  the  basic  concept  of  converting 
only  functions  within  one  Deputy  Commander's  functional  area. 

The  feasibility  study  also  included  consideration  of 
items  such  as  Government  Furnished  Equipment  (GFE) , Contrac- 
tor Furnished  Equipment  (CFE)  and  the  impact  of  strikes. 

The  concept  calls  for  GFE,  including  spares  and  spare 
parts,  special  purpose  vehicles,  specialized  tooling  and 
test  equipment.  The  contractor  is  to  provide  the  general 
purpose  vehicles,  hand  tools  and  special  clothing.  Overall 
impact  of  strikes  is  reduced  since  AFFTC  does  not  have  an  opera- 
tional mission,  however,  there  are  certain  functions  which 
must  be  performed  to  ensure  that  damage  does  not  occur  to 
government  facilities  and  or  equipment.  To  minimize  the 
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the  impact  of  a possible  strike,  contingency  plans  are 
required.  Not  only  must  the  contractor  provide  a plan  for 
continuing  essential  functions  in  the  event  of  a strike 
or  work  slowdown,  but  the  AFFTC  is  preparing  its  own  in- 
ternal plan  should  that  of  the  contractor  fail. 

Manpower  Comparison.  At  the  present  time,  AFFTC  is 
utilizing  about  1,100  personnel  in  the  aircraft  maintenance 
and  supply  functions.  This  total  consists  of  about  800 
military  and  300  civil  service  personnel.  It  is  estimated 
that  about  700  contract  employees  will  be  required  to  provide 
the  sajne  level  of  effectiveness. 

Costs  and  Budget.  The  majority  of  the  anticipated  sav- 
ings are  in  military  personnel,  which  are  not  budgeted  for 
locally.  Accordingly,  cost  savings  will  not  be  reflected 
in  the  local  budget.  From  the  AFFTC  viewpoint  there  will 
actually  be  a budget  increase  in  RDT&E  funds  to  pay  the  con- 
tract costs.  The  one-time  costs  involved  in  conversion  are 
significant  and  result  in  added  cost  for  the  first  year  of  opera' 
tion.  These  costs  include  those  covering  personnel  overlap,  per- 
manent change  of  station  funds  for  military  personnel  and 
civilian  personnel  relocations,  saved  pay,  lump  sum  leave 
and  severance.  Comparison  of  budget  costs  by  year  is: 


Appropriation 
Military  Pay 
O&M 
RDT&E 

TOTAL 


First  Year 
- $ 8.4M 
0 .IM 
t 11. 5M 

+ $ 3.0M  cost 
(7.8%) 


Second  Year 

- $13. IM 

0.  IM 
+ 7.4M 

- $ 5 . 8M  savings 
(14.2%) 


Contract.  It  is  planned  to  utilize  a fixed-price-incentive- 
firm-target  (FPIF)  type  contract,  which  was  prescribed  by  Air 
Force  Systems  Command  (AFSC) . Most  of  the  local  personnel  would 
have  preferred  a cost-plus-award-fee  (CPAF)  contract,  since  it 
would  provide  for  smoother  start-up  of  contractor  operations 
and  is  more  like  the  RDT&E  contracts  with  which  the  Procurement 
Office  has  the  most  experience.  There  seems  to  be  no  concern 
regarding  the  FPIF  contract's  effectiveness,  however,  additional 
administrative  effort  will  be  required. 

The  planned  term  of  the  contract  is  for  a three  year  initial 
period  with  a government  option  to  extend  for  two  one-year 
periods  for  a possible  total  of  five  years.  The  initial  three 
year  term  is  considered  to  be  more  cost  effective  to  the  con- 
tractor and  the  Government  by  allowing  the  contractor  to  project  in- 
vestment costs  and  personnel  requirements,  thus  allowing  for  a 
lower  overall  cost.  The  possible  reduction  in  contractor  incen- 
tive to  perform  satisfactorily  during  the  first  two  years 
was  disregarded,  since  the  general  approach  is  to  view  incentives 
in  positive  terms  as  something  to  be  given,  rather  than  in  the 
negative  sense  as  something  to  be  withheld. 


Most  of  the  remaining  aspects  of  the  contract  were  based 
on  Vance  AFB  procedures  and  administrative  details.  These 
include  a performance  oriented  scope  of  work,  similar  proposal 
evaluation  techniques,  and  contract  surveillance  procedures. 

Coordination.  The  requirements  for  effective  and  timely 
coordination  are  many  and  varied.  Included  are  the  AFFTC 
organizational  elements  involved  in  contract  conversion; 
senior  commands,  including  AFSC,  the  Air  Staff  and  DOD;  unions; 
AFFTC  personnel,  both  military  and  civilian:  and  local 
Congressional  representatives. 

Coordination  was  required  with  most  of  the  local  AFFTC 
organizational  elements  on  the  base.  As  might  be  expected, 
the  most  affected  area  was  Logistics.  Other  elements  involved 
included  Civil  Engineering,  Transportation,  Morale  Welfare  & 
Recreation,  Comptroller,  Judge  Advocate,  Procurement,  and 
Personnel.  Close  coordination  and  assignment  of  portions  of 
the  Feasibility  Study  to  the  technical  area  involved  was  given 
maximum  attention.  Meetings  included  only  those  personnel 
required  to  cover  the  subject  under  discussion  to  reduce  wasted 
time  by  group  members.  Personal  command  interest  and  involve- 
ment gave  additional  impetus  to  the  coordination  committee. 

Early  involvement  of  senior  commands  is  considered  essen- 
tial since  there  are  many  questions  that  can  be  answered  only  at 
a higher  level  headquarters.  The  establishment  of  an  effective 
two  way  information  flow  is  essential  and  AFFTC  has  experienced 


the  normal  frustrations  in  dealing  with  headquarters  com- 
mands from  a distance  of  3,000  miles. 

Because  the  local  union  was  not  brought  into  the  picture 
early  enough,  some  difficulty  has  resulted.  The  union  had 
the  local  congressional  representative  sponsor  a public  meet- 
ing regarding  contract  conversion  plans.  Only  after  this 
public  meeting  occurred,  were  the  problems  in  this  area  sub- 
stantially eliminated.  AFFTC  now  informs  the  union  and 
government  personnel  as  new  developments  occur. 

Summary . The  Edwards  feasbility  study,  although  compre- 
hensive, did  take  over  one  year  to  complete,  which  is  sig- 
nificantly more  time  than  originally  anticipated.  In  response 
to  the  question  of  "What  would  you  do  differently  if  you 
could  do  it  over?",  the  reply  was,  "plan  better,  research 
directives  more  thoroughly  at  the  beginning,  establish  a 
clear  plan  of  action  and  milestones,  and  give  more  emphasis 
to  a public  relations  program."  This  would  have  projected 
a more  accurate  estimate  of  the  time  required  to  complete  the 
study . 

Command  support  is  essential.  The  personal  direction  and 
involvement  from  the  AFFTC  Commander  kept  the  effort  on  schedule 
and  encouraged  cooperation  of  all  personnel  involved.  Further, 
it  is  important  that  the  headquarters  command  become  involved 
in  the  process  on  a positive  basis  and  as  early  as  possible. 


AEROSPACE  DEFENSE  COMMAND  (ADCOM) 
Peterson  Air  Force  Base,  Colorado 


Introduction . ADCOM  has  utilized  multiple  function 
contracts  at  Ballistic  Missile  Early  Warning  Sites  (BMEWS) 
and  Distant  Early  Warning  (DEW)  stations  in  Alaska,  Canada 
and  Greenland  for  many  years.  These  contracts  are  for  total 
site  operations  and  maintenance. 

Discussion . Contracts  are  the  finn-fixed-price  (FFP)  type 
and  awarded  for  an  initial  three  year  period  with  a Govern- 
ment option  to  renew  for  two  additional  one  year  periods. 

The  Government  has  never  exercised  an  option  and  no  contractor 
has  ever  obtained  renewal  of  a contract  by  competitive  bidding 
procedures.  The  FFP  type  contract  is  considered  to  result  in 
a considerable  cost  savings,  particularly  when  compared  to  a 
cost-plus  type  contract. 

A performance  type  statement  of  work  is  utilized  in  general, 
although  the  civil  engineer  portion  of  the  contract  specifies 
minimum  manning  levels  considered  essential  for  winter  operations. 

Surveillance  utilizes  the  TRCO  method  discussed  earlier  in 
the  Vance  AFB  portion  of  this  Appendix  with  minimum  staffing 
by  Air  Force  military  personnel.  TRCOs  are  normally  Air  Force 
officers  who  rotate  each  year  and  receive  training  in 
contract  administration  at  ADCOM  Headquarters  on  the  way 
to  their  assignment  as  well  as  refresher  training  by  on-site 
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visits  of  ADCOM  personnel.  Enlisted  personnel  are  usually 
assigned  as  assistants  to  the  TRCO  and  receive  their  contract 
training  on  station  although  future  plans  call  for  their 
training  also  to  be  at  ADCOM  on  the  way  to  their  new  duty 
station . 

Other  aspects  of  ADCOM  service  contracts  are  essentially 
the  same  as  those  covered  in  the  previous  sections  of  this 
Appendix  dealing  with  Vance  AFB  and  Edwards  AFB . 


Personnel  Contacted.  The  following  listing  of  personnel 
contacted  and  interviewed  during  the  research  phase  of  this 
study  is  provided  to  facilitate  follow-on  investigations  as 
required : 


Headquarters  Department  of  the  Air  Force,  Washington 


Mr.  J.J.  Greco 


Manpower  & Organ . 


Air  Training  Command,  Randolph  AFB,  Texas 


Mr.  Joe  Kidwell 


Procurement 


Vance  Air  Force  Base,  Enid,  Oklahoma 

COL  T.J.  Magner,  USAF  Wing  Commander 
COL  C.D.  Wall,  Jr.  USAF  Base  Commander 


LTC  R.K.  Wolfe,  USAF 

Mr.  Howard  Hunter 

Mr.  John  Leib 

LTC  R.B.  Smith,  Jr., 
USAF 

CAPT  J.W.  Cummings, 
USAF 

CAPT  Brown,  USAF 


Procurement 


Procurement  (ACO) 
Civil  Engineer 


Transportation 


Supply 


Aircraft  Maintenance 


222-9464 


487-2519 


962-7201 


-7519 


-7565 


-7565 


-7596 


-7434 


-7393 


Air  Force  Systems  Command,  Andrews  AFB,  Maryland 


LTC  T-W.  Shinn,  USAF  Deputy  Director  Manpower  (A)  858-3951 

& Organization 

Air  Force  Flight  Test  Center,  Edwards  Air  Force  Base,  California 

COL  C.C.  Mitson,  USAF 

Deputy  Cdr  Logistics 

(A)  350-2320 

Mr.  Les  Fitchmiller 

Logistics 

-2320 

Mr.  Bill  Dowdy 

Logistics 

-3271 

CAPT  C.  Smith,  USAF 

Logistics 

-3271 

Mr.  Dick  Landis 

Procurement 

-2617 

Mr.  Bill  Brueske 

Management  Engineering 
Team  28 

-3720 

North  American  Air  Defense  Comand-Aerospace  Defense 

Command, 

Peterson  Air  Force  Base, 

Colorado 

COL  M.B.  Rubenstein, 
USAF 

DCS/Engineering  & Svcs 

(A)  692-3911 

LTC  J.  Wince,  USAF 

Logistics 

-3728 

Mr.  Jack  Padgett 

Maintenance 

-3935 

Mr.  Jerry  Weller 

Maintenance 

-3941 
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APPENDIX  III 


SOME  NAVY  EXPERIENCES  IN 
MULTIPLE  FUNCTION  CONTRACTING 

Introduction . Although  the  Navy  has  had  considerable 
experience  in  contracting  , this  has  been  generally  limited 
to  functional  areas  selected  by  base  commanders  solely 
on  their  own  initiative.  The  most  frequently  selected  candi- 
dates for  contractor  operation  have  been  areas  such  as  berth- 
ing, messing,  trash  and  garbage  collection,  grounds  maintenance, 
bus  service  and  maintenance  of  family  housing  incident  to 
change  of  occupancy.  Traditionally,  each  functional  area 
has  been  contracted  on  an  individual  basis  by  either  the 
activity  Public  Works  or  Procurement  Officers  and  l.'ctle,  if 
any,  thought  or  effort  has  been  given  to  the  idea  f consoli- 
dating multiple  functions  into  a single  contract. 

Background.  To  date,  the  sole  significant  experience  in  a 
total  contracting  out  effort  in  CONUS  has  been  at  --he  Naval  Sub- 
marine Base,  Bangor  Annex,  Naval  Torpedo  Station,  Keyport,  Wash- 
ington (NTS,  Keyport).  SUBASE,  Bangor  is  currently  undergoing 
a major  expansion  program  encompassing  new  facilities  construc- 
tion of  approximately  $700,000,000.  The  base  lies  some  15  miles 
due  west  of  the  city  of  Seattle,  Washington  and  is  located  on 
the  Hood  Canal  which  outlets  to  Puget  Sound.  When^  completed, 
SUBASE,  Bangor  will  provide  support  for  the  TRIDENT 
Submarine  System  currently  scheduled  to  commence  initial 


operations  in  the  1979-1980  time  frame.  This  support  will 
include  a broad  range  of  logistical  services  including  ship 
refit,  crew  training,  missile  support  and  supply  functions 
for  TRIDENT. 

A base  services  contract  was  awarded  in  September,  1975 
by  the  Navy  Regional  Procurement  Office,  Long  Beach,  California 
(NRPOLB)  to  perform  base  support  functions  for  the  rapidly 
expanding  Bangor  site  which  were  beyond  the  limited  in-house 
support  capabilities  of  the  then  parent  activity  at  Keyport. 

This  contract,  awarded  to  Pan  American,  was  a dost-plus-award- 
fee  (CPAF)  contract  for  a period  of  one  year  with  a Government 
option  to  extend  the  contract  for  two  additional  one  year 
periods.  The  first  one  year  extension  option  was  exercised 
by  the  Government  on  1 October  1976. 

On  15  November  1975,  the  Project  Manager,  TRIDENT  Submarine 
System  (PM-2)  requested  the  Naval  Facilities  Engineering  Com- 
mand (NAVFACENGCOM)  to  provide  for  the  necessary  contractual 
services  to  operate  the  SUBASE,  Bangor  at  the  expiration  of 
the  one  year  extension.  Shortly  thereafter,  the  Western  Division 
NAVFACENGCOM  located  at  San  Bruno,  California,  awarded  a con- 
tract to  VTN  Washington,  Inc.  to  provide  an  engineering/ 
economic  study  which  addressed  certain  base  support  functions 
(both  Public  Works  and  non-Public  Works)  and  provided  Com- 
mercial/Industrial (C/I)  analyses  and  staffing  recommendations 
for  the  accomplishment  of  these  functions.  Over  60  individual 


C/I  studies  were  conducted  and  comparative  cost  analyses  of 
public  works  fiinctions  demonstrated  the  preferred  operating  mode 
to  be  by  service  contract.  The  results  of  the  analyses  of  non- 
public works  type  functions  were  influenced  by  the  failure  to 
include  military  personnel  costs  in  the  analyses  of  those  func- 
tional areas.  It  is  in  these  areas  that  military  personnel  are 
normally  found  in  greater  proportionate  numbers.  Even  then, 
analyses  indicated  only  the  firefighting  and  waterfront  mainten- 
ance functions  to  be  marginally  cost-effective  for  operation  by 
the  Government.  After  considering  the  various  factors  involved, 
it  was  decided  to  include  all  functions  in  the  contract  effort. 
Analysis  projected  a savings  of  6%  when  compared  to  in-house 
operations . 

To  aid  in  the  orderly  transition  in  the  changeover  of  the 
administration  of  contractural  services  from  NRPOLB  to  NAVFACENGCOM, 
supervision  of  the  existing  CPAF  contract  with  PANAM  was  trans- 
ferred from  NTS,  Keyport  to  the  Public  Works  Officer,  SUBASE, 

Bnagor  on  1 February  1977  concurrent  with  the  formal  activation 
of  that  activity.  This  signaled  the  transition  of  contract  admin- 
istration responsibility  from  supply  to  engineer  hands  and  was 
concluded  to  be  a logical  transition  since  some  85%  of  the  con- 
tract was  now  for  public  works-type  functions,  although  other  ser- 
vices such  as  security,  fire  fighting,  bachelor  housing  operations 
and  messing  were  also  included. 

Discussion.  The  initial  CPAF  contract  has  provided  the  respon- 
siveness and  flexibility  desired  by  the  customer  during  a 

period  that  has  seen  the  base  grow  exponentially  with  new 
facilities  coming  on  line  at  a rate  reaching  $9,000,000  per 
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cost  effective.  As  base  operations  approach  a steady  state, 
it  has  appeared  to  be  prudent  to  change  over  to  a different 


contracting  technique.  The  new  contract  currently  being 
advertised  will  be  a fixed-price-incentive-fee  (FPIF)  with 
a firm  target  which  will  encourage  the  contractor  to  exercise 


better  management  control  and  seek  out  new  and  innovative 


operational  and  managerial  techniques  in  his  day  to  day 
operations.  It  is  envisioned  that  the  use  of  an  incentive 
award  will  encourage  the  contractor  to  emphasize  not  only 


work  performance,  but,  of  equal  importance,  maintenance 
management.  By  encouraging  the  contractor  to  become  an  equal 
partner  in  the  management  of  the  complex,  the  entire  opera- 
tion should  provide  a team  effort  on  the  part  of  the  Govern- 
ment and  contractor  alike. 

The  incentive  to  be  utilized  which  will  encourage  the 
contractor  to  accomplish  the  work  with  the  minimum  resources 
consistent  with  the  required  quality'  is  set  forth  as 
follows;  1)  for  costs  over  the  target.  Government/contractor 
will  share  on  an  85%/15%  basis;  2)  for  costs  under  the  target. 
Government/contractor  will  share  on  an  80%/20%  basis. 

The  specifications  utilized  in  the  proposed  FPIF  con- 
tract are  composed  of  three  general  types,  performance,  level 
of  effort  and  watchstanding.  Performance  specifications 
govern  approximately  60%  of  the  workload  and  include  the 
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majority  of  the  Public  Works-type  functions  plus  others 
including  supply  and  food  service.  An  additional  35% 
of  the  workload  including  engineering,  automatic  data  pro- 
cessing and  building  and  structures  maintenance  utilizes 
level  of  effort  type  specifications.  The  small  amount  of 
the  workload  remaining  is  covered  by  watchstanding  specifica- 
tions and  encompasses  fire  protection  and  security  services. 

Because  of  the  high  value  of  Government  equipment  and 
material  in  the  hands  of  the  contractor,  the  contract  pro- 
posed by  the  Navy  includes  the  requirement  for  both  performance 
and  payment  bonds,  although  initial  informal  contacts  with 
at  least  one  large  prospective  bidder  indicated  that  some  of 
the  larger  firms  have  corporate  policies  which  discourage 
participation  in  ventures  requiring  such  bonds. 

The  new  FPIF  contract  to  be  utilized  at  SUBASEf  Bangor 
is  to  have  a base  period  of  one  year  (1  October  1977  - 
30  September  1978)  with  a Government  option  to  renew  annually 
for  a contract  period  not  to  exceed  a total  of  five  years. 

It  is  interesting  to  note  that  most  Navy  officials  would 
prefer  a base  contract  period  for  multiple  years,  say  three, 
with  options  to  extend  for  a period  not  to  exceed  a total  of 
five  years.  This  longer  base  period,  they  postulate,  would 
allow  the  contractor  to  provide  a more  favorable  bid  if  he 
were  able  to  amortize  "tool-up"  costs  over  an  assured  multi- 
year base. 

The  specifications  require  that  bidders  provide  a con- 
tingency plan  in  the  event  of  potential  work  stoppages  caused 
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by  strikes  . Additional  thought  has  been  given  to  tnis 
possibility  by  NAVFACENGCOM  contracting  personnel  and  it  is 
envisioned  that  personnel  from  Public  Works  Centers  and  Naval 
Shipyards  on  the  West  Coast  engaged  in  similar  commercial 
or  industrial  type  work  being  contracted  for  would  be 
brought  to  Bangor  should  a work  stoppage  appear  to  jeopardize 
timely  accomplishment  of  mission  essential  activities. 
Military  personnel  would  also  be  available  for  use  in  some 
of  the  less  technical  areas,  if  necessary. 

To  assure  a fair  and  accurate  assessment  of  the  numerous 
contractor  proposals  anticipated,  a detailed  listing  of 
evaluation  factors  has  been  developed  and  published.  These 
factors  are  organized  as  follows: 

1.  Personnel,  Resources  and  Productiveness 

a.  Identification  of  Key  Personnel 

b.  Qualifications  of  Key  Personnel 

c.  Integration  of  Key  Personnel 

2.  Proposers  Experience  in  Contract  Support  Services 

a.  Facility  and  Equipment  Maintenance  and  Repair 

b.  Transportation,  Maintenance  and  Operations 

c.  Utilities  Operations  and  Maintenance 

d.  Supply  Operations 

e.  Security 

f.  Fire  Protection 

3.  Management  and  Administration 

a.  Lines  of  Authority  and  Supervision 

b.  Accountability  for  Mission  Function 

c.  Accounting  Practices/Procedures 

d.  Phase  In  Plan 

4.  Comprehension  of  Specific  Requirements 

a.  Manning 

b.  Material 

c.  Equipment 


5.  Proposer's  Method  of  Organization 

a.  Interphase  with  Government  Operations 

b.  Innovation 

c.  Sufficiency  of  Plan 

Quality  points  will  be  awarded  for  each  of  the  above 
factors  and  sub-factors  and  award  of  the  contract  will  be 
made  to  that  firm  offering  the  lowest  dollar  to  quality 
point  ratio. 


Personnel  Contacted.  The  following  listing  of  personnel 
contacted  and  interviewed  during  the  research  phase  of  this 
study  is  provided  to  facilitate  follow-on  investigations  as 
required . 

Headquarters,  Naval  Material  Command,  Washington,  DC 


CAPT  D.A.  Morton 


Director,  Facilities, 
Environ.,  & Industrial 
Resources 


(A) 222-3162 


Headauarters , Naval  Facilities  Engineering  Command,  Washington , DC 


RADM  N.W.  Clements 


Dep  Cmdr  for  Planning 


(A) 221-0090 


CAPT  C.T.  Courtright 


Dep  Cmdr  for  Management 


-9541 


CAPT  J.A.  D'Emidio 


Asst  Cmdr  for  Ops  & Maint. 


-0028 


CDR  C.J.  Gibowicz 


Dir.,  Public  Works  Div. 


-8194 


Mr.  Walter  S.  Evans 


Dir.,  Contracts  Div. 


-9121 


avy  Public  Works  Center,  San  Diego,  California 


CAPT  B.L.  Saravia 


Commanding  Officer 


(A) 958-2653 


CDR  Gordon  Tinker 


Executive  Officer 


LCDR  T.B.  Michna 


Dir.,  Contracts  Div. 
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APPENDIX  IV 

SOME  ARMY  EXPERIENCES  IN 
MULTIPLE  FUNCTION  CONTRACTING 

Preface . The  information  presented  herein  is  presented 
as  a summary  of  some  recent  excunples  of  Army  efforts  in 
this  area  based  upon  on-site  visits  and  interviews,  aug- 
mented with  research  of  Army  directives  and  other  documents. 
The  majority  of  the  data  presented  came  from  study  group 
visits  in  April,  1977,  to  three  Army  locations,  specifi- 
cally: the  Office  of  the  Deputy  Chief  of  Staff  for  Logis- 

tics, Headquarters,  Department  of  the  Army,  Washington,  DC; 
the  Headquarters,  U.S.  Army  Training  emd  Doctrine  Command 
(TRADOC) , Fort  Monroe,  Virginia,  an  Army  major  command 
staff;  2uid  the  Headquarters,  U.S.  Army  Signal  Center,  Fort 
Gordon,  Georgia,  an  Army  field  activity.  The  intent  of 
this  review  of  Army  experience  emd  procedures  is  to  gain 
insight  into  their  methodology  and  to  aid  in  the  develop- 
ment of  Navy  procedures. 

Introduction.  As  a component  of  the  Defense  Department 
the  Army  functions  tinder  DOD  in^jlementing  directives  in 
terms  of  C/I  reviews  and  cost  comparisons.  In  November  1972 
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Array  Regulation  235-5,  entitled  Management  of  Resources, 
Coraraercial  and  Indus trial -Type  Functions  was  proraulgated. 

This  directive,  quite  similar  to  those  if  its  sister  ser- 
vices, provided  the  basic  Army  policies  and  procedures  of 
the  management  emd  contract  conversion  comparisons  of  C/I 
f\onctions.  Understandably,  it  provides  no  unique  policy 
exceptions  nor  emphasis. 

The  Army  major  commands,  in  turn,  have  also  issued 
similar  implementing  instructions  or  guidelines  to  those 
field  activities  vinder  their  authority.  The  Army  has  no 
CONUS  bases  wherein  a majority  of  the  base  operational  sup- 
port functions  are  performed  by  private  enterprise  under 
contract.  With  respect  to  the  concepts  of  such  total  base, 
or  multiple  function,  conversions.  Army  attention  has  been 
focused  on  training  activities,  \inder  TRADOC  control, 
rather  than  at  bases  oriented  toward  combat  and  combat 
support  commands.  It  is  envisioned  that  the  first  substan- 
tially total  Army  base  conversion  to  contract  will  occur 
within  the  next  year. 

The  Ainny  thus  far  has  initiated  0MB  A-76  conversions  al- 
most exclusively  through  single  function  tr2uisfers  to  contract 
Such  activities  as  janitorial  services,  trash  and  garbage 
collection,  eind  school  bus  operations  are  typical  of  those 
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functions  being  performed  by  contract  at  many  Army  locations 
and  Fort  Rucker,  Alabama,  is  presently  contracting  the  air- 
craft maintenance  activity  on  its  training  helicopter  fleet. 
Approximately  70%  of  the  Army's  CONUS  C/I  functions  are  being 
performed  in-house,  however,  with  either  civilian  and/or 
military  personnel. 

Background.  On  24  May  1974,  the  Commanding  General,  U.S. 
Army  Signal  Center,  Fort  Gordon,  Georgia,  forwarded  a recom- 
mendation to  the  Commanding  General,  TRADOC  that  a multi- 
function conversion  to  contract  effort  be  undertaken  at  Fort 
Gordon.  Functions  in  the  industrial  operations  area  were 
recommended  as  an  Army  test  case  of  this  concept.  This  recom- 
mendation was  based  upon  a local  command  review  of  the  present 
methods  of  performing  these  functions,  a survey  of  the  local 
area  employment  situation,  and  a strong  feeling  that  such  a 
conversion  would  be  both  more  cost  effective  and  responsive 
than  presently  employed  methods.  It  is  interesting  to  note 
that  the  original  concept  for  this  conversion  originated  at 
a field  activity,  as  opposed  to  its  being  a directed  effort 
from  above  as  might  normally  be  expected.  On  19  September  1974, 
Departm=?nt  of  the  Army  (DA)  concurred  in  the  Fort  Gordon  con- 
cept and  declared  it  to  be  the  Army  test  case  for  such  base 
support  function  conversions  to  contract. 

Briefly,  the  Fort  Gordon  concept  originally  envisioned  a 
single  contract  converting  ten  functions  to  contractor 
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operation.  These  functions,  all  currently  under  the  purview 
of  the  Directorate  of  Industrial  Operations,  included  such 
tasks  as  family  and  bachelor  housing  operations,  equipment 
maintenance  (primarily  communications  and  motor  vehicle  items) , 
food  services,  laundry  tasks,  supply  functions,  and  motor 
vehicle  operations.  It  should  be  noted  that  functions  related 
to  the  maintenance  of  real  property,  such  as  those  associated 
with  facilities,  utilities  and  other  public  works  matters, 
which  come  under  the  Directorate  of  Facilities  Engineering, 
were  not  considered  for  conversion  under  this  concept.  As 
cost  comparison  studies  were  perfected,  additional  functions 
were  added  to  the  proposed  umbrella  contract  until  the  present 
total  of  nineteen  functions  was  reached.  Additions  included 
more  supply  functions,  transportation  movement  operations,  and 
finally  the  maintenance  of  family  housing.  Again,  the  majority 
of  public  works  type  functions  were  still  not  included. 

In-house  costs  were  strictly  accounted  for  in  accordance 
with  the  procedures  of  0MB  A-76,  and  were  then  audited  by 
the  Army  Audit  Agency.  Contract  costs  were  obtained  through 
a solicitation  of  information-only  bids  from  twenty  large  pro- 
spective contractors,  three  of  whom  responded  in  detail. 

Based  upon  these  initial  comparisons,  it  was  concluded  that 
contracting  was  feasible  and  would  result  in  at  least  an  equal 
level  of  services  performed  at  an  annual  savings  of  about 
12%.  Further  details  on  various  aspects  of  the  Fort  Gordon 
experience  will  be  presented  in. the  discussion  portion  of 
this  Appendix. 


Since  complete  reliance  could  not  be  placed  upon  the 
validity  of  informational  price  quotations  and  the  constituted 
no  legal  agreement  with  the  contractor,  the  DA  decided  that 
separate  tests  would  be  conducted  at  four  TRADOC  bases  to 
validate  savings,  quality,  and  levels  of  services  by  actually 
contracting  the  functions.  The  first  of  these  tests  would  be 
the  Fort  Gordon  case  which  converts  essentially  the  purely 
industrial  operations  at  a large  and  fully  operational  training 
base.  A second  test  was  directed  at  another  large  and  fully 
operational  training  base.  Fort  Eustis,  Virginia.  Here,  how- 
ever, the  functions  to  be  converted  would  primarily  be  those 
related  to  facilities  engineering  or  public  works.  The  third 
site  chosen  was  a much  smaller  base,  Carlisle  Barracks, 
Pennsylvania,  the  home  of  the  Army  War  College,  where  a 
majority  of  base  operations  support  functions  would  be  converted 
The  last  test  location  was  a small  base.  Fort  Chaffee,  Arkansas, 
now  almost  in  a caretaker  status  and  used  only  for  reserve 
training,  where  the  total  base  operations  support  functions 
would  also  be  contracted.  Detailed  cost  comparison  studies 
for  all  four  sites  were  conducted  in  late  1974,  and  they  have 
been  refined  and  updated  in  1975  and  1976.  In  all  cases, 
studies  indicated  the  contract  option  to  be  more  cost  effective. 
To  date,  none  of  the  conversions  has  taken  place,  but  Fort 
Gordon,  the  originally  selected  test  case  is  scheduled  for 
contract  implementation  in  April,  1978. 


Procedural  and  conceptual  implementation  difficulties, 
coupled  with  bureaucratic  delays,  resulted  in  postponing  the 
actual  execution  of  a test  conversion.  The  major  reason  for 
the  delay  was  a DA  directed  civilian  manpower  ceiling  reduc- 
tion of  1,000  ceiling  points  for  TRADOC  bases  in  FY  1977. 

Staff  personnel  engaged  in  the  conversion  studies  were  forced 
to  divert  their  attention  to  determining  optimum  methods  for 
absorbing  these  single  function  reductions  among  sixteen  Army 
training  sites.  Multiple  function  conversions  were  suspended 
temporarily  in  response  to  this  time  sensitive  evolution. 

The  proposals  for  Eustis,  Carlisle,  and  Chaffee  are  presently 
dormcuit;  however,  final  execution  planning  is  well  underway 
for  the  Fort  Gordon  conversion. 

Discussion . With  respect  to  the  indentification  of 
candidate  functions  and/or  locations  for  possible  conversions 
to  contract,  cost  was  the  dominant  factor  in  the  decision  mak- 
ing. The  Army  established  a major  ground  rule  in  restricting 
multiple  function  tests  to  training  command  bases  only.  The 
risks  of  implementing  such  a new  venture  at  combat  and  combat 
support  commands  were  considered  too  great  in  the  early  phases 
Within  TRADOC,  the  four  test  cases  were  chosen  to  allow  for  a 
varied  cross  section  of  commands  having  a variation  in  tempo 
of  operations,  size,  and  functional  areas.  The  cost  aspect 
remained  paramount,  however,  and  initial  functional  areas  were 
selected  for  inclusion  in  the  proposed  umbrella  contract  based 


almost  exclusively  upon  the  cost  data  available  in  the  0MB 
A-76  inventory  bank,  with  generic  groupings  being  developed 
for  each  site.  A bureaucratic  approach  was  apparent,  however, 
as  industrial  operations  were  included  and  public  works  func- 
tions were  excluded  at  Fort  Gordon,  while  the  reverse  occurred 
at  Fort  Eustis.  It  is  anticipated  that  functions  or  sites 
for  all  conversions  will  remain  dominant. 

An  important  aspect  of  Army  conversion  experience  is  the 
firm  requirement  that  all  conversion  cost  studies  must  be 
formally  audited  by  the  Army  Audit  Agency.  This  requirement 
assists  in  eliminating  possible  local  or  major  command  bias 
and  ensures  maximum  objectivity  in  cost  comparisons. 

Based  upon  observations  at  the  locations  visited,  it  was 
evident  that  the  Army  considered  the  critical  aspect  of  the 
program  to  be  the  provision  to  prospective  bidders  of  the 
best  possible  contract  specifications  or  statements  of  work. 
Army  directives  are  quite  emphatic  in  specifying  that  state- 
ments of  work  used  for  computing  in-house  costs  must  be 
identical  to  those  included  within  the  specification  upon  which 
the  contractor  will  base  his  proposal.  The  philosophy  followed 
in  the  Fort  Gordon  test  case  is  one  of  exclusive  reliance  on 
a performance  specification  which,  for  all  functional  areas 
involved,  states  the  end  result  desired.  Great  care  has  been 
exercised  in  this  regard  to  keep  away  from  overly  rigid  and 
too  detailed  specifications,  in  that  it  is  considered  that  such 
excess  rigidity,  it  is  presumed,  will  lead  to  possible 


antagonism  and  difficulties  between  the  Government  and  the 
contractor  in  administration  and  execution.  This  emphasis 
evolves  from  the  principle  that,  in  contracting  for  industrial 
operations  at  Fort  Gordon,  the  Government  is  buying  expertise 
and  knowledge.  Accordingly,  it  would  be  counter  productive 
to  dictate  to  the  contractor  how  to  do  the  job. 

Related  to  type  of  statement  of  work  to  be  utilized.  Fort 
Gordon  developed  a technique  using  detailed  functional  descrip- 
tions known  as  Standing  Operating  Procedures  (SOP) . These  SOPs 
are  similar  to  job  descriptions,  and  are  written  for  each  sub 
set  of  functional  area,  such  as  the  housing  furniture  inventory 
section.  These  SOPs  are  not  a formal  part  of  the  specification, 
but  are  available,  as  part  of  a reference  library  for  the 
prospective  bidders  to  examine  and  better  understand  the  de- 
tailed operations  of  functional  areas.  The  successful  con- 
tractor will  be  required  to  update  and  revise  these  SOPs 
periodically  during  the  term  of  the  contract. 

In  contrast  to  the  utilization  of  informational  bid  offer 
procedures  at  Gordon,  Eustis,  Carlisle  and  Chaffee,  the  Army, 
in  accordance  with  recent  DOD  Directives,  will  evaluate  pro- 
posals at  Fort  Gordon  by  means  of  the  Firm  Bid/Offer  Technique. 
If  the  contract  proposal,  acceptable  in  all  other  respects, 
is  lower  than  the  Government  price,  a contract  award  will  be 
made  and  the  conversion  will  be  implemented. 
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All  four  test  sites  plan  to  utilize  a single  umbrella 
contract.  This  approach  is  taken  primarily  to  afford  the 
Government  a single  point  of  contact  and,  center  total  respon- 
sibility with  one  source,  thus  facilitating  contract  administra- 
tion. Further,  it  is  hoped  to  encourage  the  larger  and  more 
experienced  corporations  to  sxibmit  proposals.  Government  owned 
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facilities  and  equipment  now  utilized  in  house  to  perform 

the  functions  will  be  provided  to  the  contractor. 

The  Army  plans  to  negotiate  a cost-plus-award-fee  (CPAF) 
type  contract,  as  it  believes  that  adequate  historical  data 
is  not  available  to  allow  for  initial  conversion  to  a fixed- 
price-incentive-fee  (FPIF)  type  contract.  Army  policy  also 
limits  the  initial  term  of  the  contract  to  one  year,  with 
provisions  to  extend  at  Government  option  for  two  additional 
one  year  periods.  Thus  any  successful  bidder  is  limited  to 
a maximum  contract  term  of  three  years  before  he  would 
have  to  recompete  for  a new  award. 

The  Army  acknowledges  that  the  success  of  any  multi-func- 
tion conversion  is  dependent  on  the  understanding  and  strong 
support  of  the  concept  by  command.  A dedicated  effort  is  under- 
way to  ensure  such  support  for  the  program  by  senior  Army 
officers  both  at  the  test  locations  and  at  higher  staff  levels. 

Difficulties  in  effecting  conversions  due  to  objections 
by  Government  employee  unions  are  anticipated.  The  Army  is 
keeping  the  unions  and  congressional  delegations  continuously 
informed  as  to  program  status,  and  plans  to  allow  prospective 
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conversions  to  stand  on  their  own  merits  by  making  available  all 
aspects  of  the  cost  studies  after  a contract  is  awarded.  Local 
community  benefits  from  conversions  such  as  tax  base  increases, 
additional  cash  flow  through  local  banks,  and  probable  employ- 
ment increases  to  replace  military  personnel  are  also  being 
emphasized . 

With  respect  to  evaluation  of  contractor  proposals,  a 
rigid  and  detailed  point  assignment  matrix  is  not  now  planned. 
Such  an  overly  detailed  matrix  is  considered  too  binding. 

Rather,  in  the  Fort  Gordon  case,  two  broad  evaluation  areas 
have  been  identified  as  being  essential  in  determining  the 
successful  bidder.  The  first  of  these  areas  concerns  the 
firm's  management  capability,  including  his  overall  operation 
and  existing  and  proposed  organization.  This  sector  includes 
a review  of  company  policies,  organization  and  structure, 
manpower  levels,  and  utilization  technique.  Of  almost  equal 
importance  is  an  evaluation  based  upon  the  technical  and  quality 
control  merits  of  the  proposal,  including  a review  of  the 
firm's  experience  and  its  expressed  understanding  of  the  con- 
tract requirements.  Next  will  come  an  evaluation  of  the  price 
and  cost  aspects  of  the  proposal  and,  finally,  the  contractor's 
saft?ty  program  will  be  assessed. 

The  request  for  proposals  at  Fort  Gordon,  for  exaimple, 
calls  for  the  proposer  to  submit  his  offer  in  five  volumes 
as  follows: 
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• Summary  and  General  Information 

• Management  Plan 

9 Technical  and  Quality  Control  Plan 

• Price  and  Cost  Proposal 

• Safety  Program 

The  Army  concept  calls  for  a clear  understanding  on  the 
part  of  the  successful  contractor  of  the  output  or  performance 
level  required,  coupled  with  a mutual  acceptance  of  the 
method  for  evaluation  leading  to  award. 

Study  is  still  ongoing  with  respect  to  alternate  methods 
for  administering  the  first  of  these  multiple  function  con- 
tracts, with  extensive  use  of  lessons  learned  from  Air  Force 
experience.  The  purely  administrative  aspects  of  the  contract 
and  the  final  decisions  on  items  of  potential  dispute  rest 
with  the  Administrative  Contracting  Officer  (ACO) , These  func- 
tions include  items  such  as  decision  on  change  orders,  cost 
verifications,  and  processing  of  periodic  payments.  Existing 
procurement  personnel  will  probably  fill  these  roles,  however, 
performance  and  quality  control  considerations  will  rely  al- 
most exclusively  on  functional  expertise  provided  by  approp- 
riate Government  military  or  civilian  personnel  within  their 
respective  areas.  This  technique  is  envisioned  as  a means  to 
provide  better  contractor-to-Government  liaison,  to  identify 
possible  problem  areas  as  early  as  possible,  and  to  develop  a 
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cooperative  and  cohesive  environment.  This  policy  acknow- 
ledges a requirement  for  extensive  staffing.  At  Fort  Gordon, 
for  example,  a requirement  for  51  Government  employees  in 
surveillance  roles  is  envisioned  for  a total  contractor  work 
force  of  about  850  personnel. 

Concerns . The  Department  of  the  Army  has  identified  four 
major  areas  for  concern  in  implementing  multiple  function  con- 
tracting. The  first  of  these  involves  the  provisions  of  law 
and  Armed  Services  Procurement  Regulations  as  they  apply  to 
service  contracts.  The  Civil  Service  laws,  the  Davis-Bacon 
Act,  and  the  Service  Contract  Act  also  can  impact  directly  on 
base  operations  contracting.  For  example,  contracts  must  not 
impose  such  controls  on  contractor  personnel  which  in  effect, 
make  them  essentially  Government  employees.  Further,  wage 
determinations  issued  by  the  Department  of  Labor  under  the 
Service  Contract  Act  effect  contract  costs  as  wages  are  adjusted 
to  reflect  changing  rates  in  the  local  area.  Strict  compliance 
with  these  and  similar  legal  provisions  is  essential.  A key 
issue  in  this  area  is  the  avoidance  of  semblance  of  a per- 
sonnel services  contract. 

A second  major  concern  is  the  Army's  capability  to  deal 
with  the  effects  of  strikes  and  other  work  stoppages,  the  im- 
pact of  which  could  be  most  severe.  The  Army  intends  to  use 
military  personnel  on  an  emergency  basis  as  needed,  but  it 
recognizes  the  potential  difficulty  in  sometimes  finding  troops 
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with  the  requisite  skills.  In  addition,  policy  and  regula- 
tions preclude  the  use  of  troops  for  certain  types  " f work  and 
in  specific  situations.  Further,  DOD  impartiality  in  labor 
disputes  must  be  maintained.  The  strike  problem  in  such 
cases  is  no  different  from  that  in  other  Government  contract- 
ing, where  there  is  no  way  to  ensure  that  functions  will  con- 
tinue to  be  performed.  The  present  approach  is  to  require 
proposers  to  submit  both  a summary  of  their  prior  labor 
relations  history,  as  well  as  a work  stoppage  contingency 
plan.  The  Government  hopes  to  place  responsibility  for  pro- 
blems resulting  from  such  issues  on  to  the  contractor  as  much 
as  possible.  Concurrently,  the  Army  plans  to  develop  internal 
strike  contingency  plans  for  each  converted  base  which  could 
involve  such  actions  as  airlift  of  a replacement  work  force 
for  critical  areas.  The  potential  for  difficulties  due  to 
work  stoppages  increases  considerably  as  greater  numbers  of 
CONUS  locations  are  converted  to  contract. 

A third  expressed  problem  area  is  the  impact  of  increased 
contracting  on  maintaining  a CONUS  rotation  base  for  combat 
skilled  personnel,  particularly  in  the  fields  of  specialized 
maintenance  and  supply.  Military  personnel  are  assigned  to 
billets  at  the  installation  level  to  balance  the  rotation 
base,  and  where  deficits  exist,  to  help  reduce  them.  The  pro- 
blem can  readily  be  managed  if  only  the  four  test  sites  are 
converted,  but  extensive  implementation  of  the  contract  concept 
results  in  potentially  more  significant  difficulties.  The 
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issue  is  far  from  resolved,  although  billets  for  certain 
critical  occupational  specialities  have  been  identified  for 
retention  despite  contract  conversions. 

The  last  major  area  of  concern  involves  the  impact  and 
the  proper  manner  of  accoiinting  for  military  personnel  costs 
and  other  cost  elements  not  budgeted  for  at  the  base  or  major 
command  level.  Military  personnel  costs  are  properly  in- 
cluded in  cost  comparisons  if,  as  a result  of  conversion,  the 
military  billets  are  actually  eliminated  and  taken  as  reduc- 
tions to  total  Army  end  strength.  If,  however,  for  reasons 
such  as  the  preservation  of  CONUS  rotation  base  described  above 
those  military  billets  replaced  by  contract  are  then  reprogram- 
med elsewhere,  the  cost  accounting  technique  is  faulty.  If 
the  actual  cost  of  those  elements  not  locally  budgeted  for, 
such  as  civilian  retirement  items,  and  tax  losses  were  included 
in  comparisons , the  real  costs  to  the  Government  through  con- 
tract may  be  less  than  those  expended  on  in-house  performance. 
The  actual  out-of-pocket  expense  to  contract  out  may,  however, 
be  greater  at  the  local  or  major  command  level.  These  examples 
emphasize  the  necessity  to  ensure  that  such  shortfalls  are 
identified  early  enough  to  allow  fund  reprogramming  actions 
to  be  taken,  if  and  when  necessary.  This  is  a difficult  task. 
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